The Flow of Foreign Direct Investment from the U. S. A. to India by Maqbool, Adeel
THE FLOW OF FOREIGN DIRECT INVESTMENT 
FROM THE U. S. A. TO INDIA 
DISSERTATION 
submHted in partial fulfilment of the requircmeDts 
for the award of the degree of 
barter of ^Ifilo^Qplip 
m 
COMMERCE 
BY -^ 
ADEEL MAQBOOL 
::r • • . , ' ( 
UNDER THE SUPERVISION OF 
DR. SIBGHATULLAH FAROOQUI 
DEPARTMENT OF COMMERCE 
ALIGARH MUSLIM UNIVERSITY 
ALIGARH (INDIA) 
1994 
MS" ^2^ "^'' 
DS3056 
Dr, Sibghatullah Farooqui 
Reader 
1 >l.. Off. 400661 
Rrs. 401219 
Department of Commerce 
Aligarh Muslim Univcrsily 
Aligarh - 202002 
Dated ..tXud^,^.,.....-
TO WHOM IT MAY CONCERN 
This is to certify that Mr. Adeel Maqbool has completed his dissertation entitled 
"The Flow of Foreign Direct Investment from the U.S.A. to India", under my 
supervison. To the best of my knowledge the work is of original nature and has 
worth for the submission in partial fulfilment of the requirements for the award 
of the Master of Philosophy in Commerce. 
Dr. SibghatuHatt iWooqui 
(Supervisor) 
Residence: Mehfooz Kada, Qila Road, Aligarh. 
CONTENTS 
PARTICULARS PAGE NO. 
Acknowledgement I - II 
List of Tables 
Preface III - VIII 
Chapter - I Conceptual Framework 1 - 29 
Chapter - II The American Strategy of Foreign 30 - 46 
Investment. 
Chapter - III The flow of Foreign Direct 47 - 72 
Investments from the U.S.A. to 
India. 
Chapter - IV India's New Economic Policy and 7 3 - 9 3 
its Implications on the flow of 
FDI. 
Chapter - V Conclusion and Suggestions. 94 - 104 
Bibliography 105 - 110 
Appendices I - vill 
ACKNOWLEDGMENT 
I have the honour to submit this 
"Dissertation" under the able guidance and supervision of my 
learned supervisor Dr. Sibghatullah Farooqui, Reader, 
Department of Commerce, A.M.U., Aligarh. Despite his busy 
schedule, he gave me the privilege and the liberty to 
encroach on his valuable time. At every stage his high 
perception, valuable ideas and guidance enlightened my mind 
and helped me to complete my work. Without him, this work 
would not have seen the light of the day in the present 
form. 
I am grateful to my learned teacher Prof. Nafees Baig, 
Chairman, Department of Coitunerce, A.M.U., Aligarh who has 
been my teacher from the very inception of my career in this 
department and gave all possible help and guidance whenever 
I needed it. 
I extend my thanks to Prof. Samiuddin, Prof. 
Abdul Farooq Khan, Prof. Mahfoozur Rehroan and Prof. Mushtaq 
Ahmad for constant encouragement. I am also thankful to Dr. 
Badar Alam Iqbal, Dr. A.Q. Khan, Dr. M. Talha, Dr. Imran 
Siddiqui, Dr. Mohsin Khan and Dr. Imran Saleem for their 
suggestions and appraisal of my work. 
The present research work also required collection of 
some specific data from different sources. In this 
respect I am grateful to Mr. K.K. Trivedi, Senior Advisor, 
Indian Investment Center, New Delhi and Mr. Romi Dhall, 
1 1 
Resident Director, Indo-Arnerican Chamber of Commerce,New 
Delhi, for their cooperation at various stages of this 
study.I have also been benefited from SIA and FICCI. 
I would never forgive myself if I failed to express my 
inexplicable gratitude towards my father Mr. Syed Maqbool 
Hasan, my mother,my elder brother Mr. Syed Faisal Maqbool, 
Senior Scientific Officer, Dept. of Biotechnology, A.M.U., 
Aligarh and my younger brother Mr. Syed Kafeel Maqbool for 
the inspiration, constant encouragement that I received from 
them. 
I would fail in my duty without expressing thanks to my 
friends Mr. Faran Ahmad, Mr. Shamshul Arfeen and Mr. Hamid 
Raza. I am also thankful to Mr. Rashid Hussain, Seminar 
librarian. Department of Commerce, Mr. Shamshad Ali, Mr. Ali 
Hasan and Mr. Anees for the kind assistance they offered. 
(Adeel Maqbool) 
LIST OF TABLES 
TABLE NO. TITLE PAGE NO. 
3.1 : Trends in the Total US Collaborations - 48 
Approved in India between 1981 to 1990 
3.2 : Trends in the flow of FDI in India - 49 
from the World and from the U.S.A. 
between 1981 to 1990. 
3.3 : Total Collaboration Approvals from the - 50 
World, from the U.S.A. and their 
respective growth patterns between 
1981 to 1990. 
3.4 : Trends in the World and the US - 51 
Investments in India between 1981 to 
1990. 
3.5 : Trends in the Indo-US Technical Colla- - 53 
borations from 1981 to 1990. 
3 . 6 : Trends in the Indo-US Financial Colla- - 54 
borations from 1981 to 1990. 
3.7 : Trends in the flow of FDI in India - 56 
from the World and from the U.S.A. 
between 1991 to 1994. 
3.8 . Total Collaboration Approvals from the - 67 
World, from the U.S.A. and their 
respective growth patterns between 
1991 to 1994. 
3.9 : Trends in the Indo-US Technical Colla- - 58 
borations between 1991 to 1994. 
3.10 : Trends in the Indo-US Financial Colla- - 59 
borations between 1991 to 1994. 
3.11 : Country-wise Breakup of FDI Approvals - 60 
during 1991 - 1994 
3.12 : Industry-wise Breakup of US Number of - 62 
Financial Collaboration Approvals 
between 1991 to 1994. 
3.13 : Industry-wise Breakup of US Financial - 63 
Collaboration Approvals between 1991 
to 1994. 
*** 
PREFACE 
PREFACE 
Foreign capital has been playing a dominant role and 
continues to be a subject of vital importance to the world 
in general and to the Asia in particular. Historically, it 
has left profound and indelible marks on the economic and 
social set up of Asia, the racial composition of its 
population and its political systems. Foreign capital brings 
about a confrontation of two or more economies and there by 
causes a basic transformation in both. This capital flow may 
be in the form of debt capital or non-debt capital. 
The foreign direct investment (FDD may be considered 
as an important component of the non-debt capital which is 
highly instrumental in the process of growth and development 
of an economy. With the colourful stories about the 
successful role of foreign direct investment in the growth 
and development of countries like Japan, Hongkong, South 
Korea, Singapore, Taiwan, Indonesia, Malaysia and in many 
more countries, the scope and importance of FDI has 
increased many fold. 
The developed nations like the U.S.A. want to shift 
their production base in order to address their own 
ecological problems, to take the advantage of low wage 
structure abroad and also to capture the foreign markets. 
Countries like the U.S.A. Germany and Japan may be 
considered amongst the top investors world over. They are 
also coming into India in a big way in the post-liberation 
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era so as to invest in "Manmohan's Eldorado" and get 
benefited. 
Commensurating to the volume of the increasing forex 
and high technology requirements, needed for growth and 
development of the Indian economy and increasing 
protectionism world over in terms of aid and loans, much 
larger inflow of FDI is the clarion call of the day. With 
the greater inflow of FDI from the U.S.A., high technology, 
and management is likely to come in. However on the basis of 
pilot research conducted by the resarcher it is observed 
that despite the complementarly of the Indo-DS economies, 
the flow of FDI from the U.S.A. to Indian is not as it ought 
to be. It is against backdrop that the project entitled "The 
Flow of FDI from the U.S.A. to India" has been take up by 
researcher and an endeavour has been made to forward the due 
suggestions so as to increase the flow of FDI from the 
U.S.A. to India in required volumes and to see that the 
national interests are served. 
RESEARCH METHODOLOGY : 
A number of research studies conclude that the process 
of policy reforms initated by the govt, of India in the year 
1991 could not produced the desired impact and the flow of 
FDI into India is not as it ought to be. So the most 
pertinent question is how India attract more of FDI from the 
world in general and from its top investor namely the U.S.A. 
in particular. It is against this back drop that the project 
deals with the trend analysis in the flow of FDI from tho 
U.S.A. to India againBt the given set of conceptual 
framework and remedial measures are suggested to ratify the 
policy discrepancies and to attract more of FDI. The study 
covers a period of over thirteen years stretching from 1981 
to the mid of 1994. This period is further sub divided into 
pre and the post new economic policy era of India. The pre-
policy era discribes the trends in the flow of FDI from the 
U.S.A. to India while the post-policy era gives the trends 
of the same as well as the impacts and implications of 
India's new economic policy on the flow of FDI from the USA 
to India. The nature of the study is such that the 
researcher has to depend on secondary data, for which the 
main sources are given below. 
a) The Year Book of financial statistics and direction of 
Trade Statistic. IMF publication various issues. 
b) The Europa Year Book, Faro East Asia and Australasia 
and India Year Book and Economic Survey. 
c) Government Publications of India such as Foreign 
Investment Policy of the Govt, of India Published by Indian 
Investment Center, and Manual of SIA New Delhi etc. 
d) Data regarding flows of FDI from the U.S.A. to India is 
collected from Indo-Aroerican chamber of commerce. New Delhi 
and Indian Investment Center, New Delhi. 
In order to analyse the trends in the flow of FDI from 
the U.S.A. to India per cent variations over the previous 
years have been calculated.An endeavour has also been made 
to see the share of USA's investment in India in the total 
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of the later. At places the help of graphic presentation hafi 
also been taken by the researcher. With the application of 
these statistical tools at due places, an attempt has been 
made to maintain the objectivity of the project. On the 
basis of the trends and results drawn, endeavor is made to 
interpret and also to make appropriate suggestions so that 
the decade of nineties may prove to be a glorious chapter in 
Indo-US investment relations. 
HYPOTHESES : 
The work is essentially based on the secondary sources, 
hence the hypotheses of this study are based on the "pilot 
research" conducted by the researcher and being tested by 
using published material. However, the hypotheses are given 
as below. 
1. The US multinationals have great potentials in terms of 
resources as well as technology to become important 
investment partner for the India. 
2. India meets all the prereguiests to be a good host for 
investment in different industries, in terms of its 
absorption capacity. 
3. The trend in the flow of FDI from the USA to India are 
not as they ought to be. 
4. The approach of the US as well as India towards the 
foreign investment is such that they become complimentary to 
meet each others requirements. 
5. The India's new economic policy is definitely capable 
of creating conducive atmosphere for increasing investment 
va T 
from the U.S.A. provided duly imp]emented. 
Despite changes there are certain policy discrepancies 
requiring iramidiate reme(J i a 1 measures. 
FORMAT OF THE PROJECT : 
The project is divided into five chapters in order to 
have a synoptic and comprehensive view of the flow of U.S 
foreign direct investment in India during the period of 
thirteen years i.e., since 1981 to mid of 1994. In the first 
chapter an attempt is made to have a comprehensive view of 
the theories of foreign direct investment. The motivating 
factors and the role of the flow of FDI has also been 
discussed in this chapter. 
In the second chapter the American strategy of foreign 
direct investment has been assessed which explains the 
investment strategies of the US multinationals against the 
given set of conceptual framework in the earlier chapter. In 
the third chapter an endeavor has been made to analyse 
trends in the flow of US foreign direct investment in India 
since 1981 to 1994. The industry wise break up of financial 
investments made by the U.S.A. to India is also discussed 
in this chapter. 
The fourth chapter deals with the provision of the new 
economic policy initiated by the Govt, of India, which have 
got a relatively more direct bearing on the flow of the FDI 
from the U.S.A. to India. In this chapter an attempt has 
also been made by the researcher to compare the investment 
structure in India in the pre and the post liberalisation 
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era, genera J implications of the policy reforms have also 
been mentioned. 
Last but not the least, the fifth chapter essentially 
summerises the chapters discussed earlier in a nut-shell. At 
the end some of the suggestions have also been extended by 
the researcher so as to assure smoother flow of the FDI from 
the U.S.A. to India in the near future and to see that in 
the long run India will be able to attract more of FDI as 
per its requirements. 
CONCEPTUAL FRAMEWORK 
CHAPTER - I 
CONCEPTUAL FRAMEWORK 
Foreign investment has always been considered to be of 
vital importance for the economic growth of the country. 
Historically foreign investment has generated profound impact 
on the world economy, on the social structure of countries 
and even effected the racial composition of different 
nations. In the process of the flow of foreign trade and 
investment two or more economics are opened up far each 
other, leading to basic structural changes in respective 
economies. 
As per the behooved trend of developing economies they 
lack of sufficient capital, technology and managerial skill 
required to exploit the resource at hand to the full. The 
dynamic world tempt the developing countries to grow at a 
fast rate while insufficient capital and technology are the 
persistent features hindering the growth and development 
process. It is against this backdrop that the flow of foreign 
investment can be considered as the supplementing element in 
the process of growth and development. 
ROLE OF FOREIGN DIRECT INVESTMENT 
The issue of topical debate is that what should be the 
role of foreign direct investment (FDD In other words it is 
to be identified that whether F.D.I, complements trade or 
substitute trade, having in mind both investing and host 
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countries. 
Many of the authore consider F.D.I, as a substitute of 
foreign trade in the investing country. continually 
increasing outflow of funds of foreign investment projects, 
is like substitution of commodity export by the export of 
projects which will inevitably lead to the lesser employment 
opportunities at home. This is why, the labour unions object 
to direct foreign investment which eventually results in the 
export of employment from investing country to host country. 
Their protest originates from the fact that workers are not 
able to move freely between different countries and therefore 
employment opportunities and welfare have to be considered 
within the frame work of a national economy. 
Secondly, if a particular nation imposes import tariffs 
other countries start trying to penetrate there protective 
barriers through F.D.I. rather than promote exports 
operations in the country, since without barears , the same 
goods would have been exported. For example many of the 
entrepreneurs of America rush to EEC to invest just to get 
behind its common tariff wall even at the cost of the slow 
down of American economy. 
Further, it may also be pointed out that many of the 
countries urge other countries to eliminate limitations on 
the inflow of direct investment and simultaneously also hope 
to increase exports making request to the same country to 
abolish quota restriction and tariff etc. This means that the 
foreign country would like to increase direct investment as 
well as exports of the same products. These two requests are 
incompatible with each other. This can all together be 
attributed to a lack of an integrated theory of trade and 
investment. 
If we consider the role of F.D.I, in a positive way it 
may be pursued that its primary objective is to continue 
attempts to extend free trade all over the world. Free trade 
means that, each country, on the premise that neither labour 
force nor capital is transferred internationally, promotes 
international division of labour along the line of 
comparative costs. That is to say, the principles of trade 
tells us how each country can develop in the international 
economy. Foreign Direct investment should then complement the 
lack of capital or management skills of the host country. The 
cheap production which was not possible previously because of 
the lack of these elements is then possible. The role of 
F.D.I., as it promotes the structural adjustments, is to 
establish harmonious trade. 
In order to examine the positive role of foreign direct 
investment scholars of business administration have been 
justifying and supporting multinational corporation 
activities from the point of view of the growth of an 
enterprise. The deficiencies of their view result from the 
complete disregard for policy implications inferred from 
international economic theories. The theory of international 
division of labour assures that while one country takes 
advantage of specialised production and export of one 
commodity, it provides the opportunity t. its counterpart 
nation to produce and export another commodity for its own 
advantage, whatever difference in size, stage of development 
and level of demand may exist between the two economies. 
Therefore, the theory provides a sound basis for the 
interdependence and prosperity of trading countries. Thus, 
multinational corporation activities should also be 
reconsidered in the theory of international division of 
labour. 
Secondly, foreign direct investment is a prerequisite 
for expanding free trade, that is, to establish in the host 
country a new industry which have potential to produce at low 
cost. We should look at the relationship between the direct 
foreign investment and comparative cost. Foreign direct 
investment that is released from a comparative 
disadvantageous industry in the investing country and find 
its way into the industry with overt or potential comparative 
advantage in the host country will harmoniously promote an 
upgrading of industrial structure on both sides and thus 
speed up the expansion of trade between the two countries. 
THE CONCEPT OF MDTINATIONAL CORPORATION 
The term "multinational corporation" (MNC) is used in 
this study to designate any business corporation in which 
ownership, management production and marketing extend over 
several national jurisdictions. The term is of course, a 
misnomer in that these corporations are seldom multinational 
in either ownership or control, however, it is the one in 
general usage. Though there exist more technical definitions. 
an MNC is esBentially a corporation that invest in other 
countries for a variety of reasons, e,g; to have access to a 
foreign market, to secure foreign sources of supply, on to 
have the benefit of lower cost production or lower taxes. 
There are also, a number of American and foreign corporations 
that invest abroad, especially in places like Hong Kong, 
Taiwan, and Mexico, in order to cut costs, the destiny of the 
goods produced by such "offshore production" is usually the 
American market itself. 
Certain general characteristics of MNC's may be 
noted. In the first place, they make direct investments in a 
foreign country. In contrast to portfolio investment, which 
involves the purchase of non controlling equities in a firm 
or debt instrumentalities of any kind, direct investment 
implies the establishment of a foreign branch or subsidiary 
or the takeover of a foreign firm. The underlying motive 
behind portfolio investment is largely to have financial 
participation, though managerial control continues to rest 
with the borrower, and the liabilities incurred by debt 
borrowing can be liquidated through repayment. The motivation 
behind direct investment and the possession of foreign 
branches or subsidiaries, on the other hand, is primarily the 
acquisition of managerial control over a production unit in a 
foreign country. Direct investment are intended to establish 
a permanent source of income or supply in the foreign 
economy; consequently, the increasing economic and political 
relationship because of the lasting and significant character 
of FD3. 
Second, the MNC's of greatest interest to this study 
are characterised by a parent firm (usually American) and a 
cluster of subsidiaries or branches (own wholly or partly by 
U.S. corporation) in several countries. There is a common 
pool of managerial, financial, and technical resources, and 
inost importantly, the parent operates the whole in terms of a 
coordinated global strategy. Purchasing, production, 
marketing, research and so forth, are organised and managed 
by the parent organisation in order to achieve its long term 
goal of corporate growth. 
American investment has been accompanied by the flow of 
corporate management. Management, capital and technology have 
gone as a package to foreign lands in search of labour, 
market, and resources. 
MOTIVATION FOR FOREIGN DIRECT INVESTMENT 
Basically there are three factors which motivate the 
flow of foreign direct investment. These are as follows. 
1. Natural Resources : 
Natural resources oriented investment is obviously 
trade oriented or trade generating investment. The investing 
country desire to increase imports of its comparatively 
disadvantageously produced or domestically unavailable 
products. It has been observed that integrated production and 
marketing are monopolised or oligopolised by big 
multinationals in oil, Copper and other resource goods. 
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leaving smalJer benefits to those countries endowed wsth 
natural resources. 
2. Labour: 
Labour oriented investment is also trade oriented. As 
wages in the developed investing countries become higher year 
by year because of increase in capital and introduction of 
new products, usually more capital and knowledge intensive, 
rather than traditional goods, are created one after another, 
it become profitable and rationale for the advanced countries 
to contract its own traditional, labour intensive industries 
and transfer the location of production to low wage countries 
where cheaper labour cost prevails. Hence, corresponding to a 
dynamic change in comparative advantage, such foreign 
investment assist the reorganisation of the international 
division of labour and promotes the growth of trade between 
labour scarce and labour abundant countries. It should be 
noted that such foreign direct investment may transfer either 
traditional labour intensive industries which are well 
standardised , or new goods which utilised cheap labour 
intensively from the advanced to the low wage country. 
3. Market : 
Market oriented investment can be sub-divided into two 
categories. Direct foreign investment induced by trade 
barriers in the host country is trade oriented but in a 
different way. In this case, heavier tariffs on final 
products, for example, lead to the substitution of exports of 
final products for the export of parts and components, 
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intermediate materials, machinery, equipments and technology 
necessary to the production of final goods from the investing 
country. This type of foreign direct investment meets the 
recipient country's interest in promoting import substitution 
activity, not necessarily intended to be competitive in the 
international market, and therefore results in some waste of 
resources because of the degree of protection provided to the 
final goods production. But if the import substitution 
industry grows successfully toward export orientation, then 
foreign direct investment of this type turns out to be labour 
oriented investment. Therefore, there is no essential 
difference between labour oriented and trade barrier induced 
investment except in so for as one aims at world-wide markets 
and the other is confined to protected domestic markets. 
There is another type of market oriented investment 
which may be called oligopolistic foreign direct investment. 
This is generally found in American investment in new 
manufacturing product industries in recent decades and is 
anti trade oriented. 
SHORT TERM V/S LONG TERM FOREIGN INVESTMENT: 
International capital movements are conventionally 
divided into short and long term capital movements. 
SHORT TERM CAPITAL MOVEMENT: 
Short term capital movements can be distinguished by 
the duration and commitment. Short ten investments can hn 
defined to include all such investments which has a maturity 
of less than one year. All investments in stocks or equity 
assets having no specific maturity date may also be included 
under this head and will be interpreted as a tool to finance 
balance of payment deficits in the current accounts. 
The stimuli to such short term capital movement is in 
the first place, the difference in the interest rates between 
home and foreign countries or between the domestic financial 
market and foreign financial centers. For instance when the 
S.B.I, purchases a documentary exchange bill accepted by a 
U.S.A. importer, it means that the bank has made a short term 
investment that yields interest at a rate marked at 
Washington stock market. If the interest rate in Washington 
is higher than that in India, this is a profitable 
transaction for the S.B.I, which will attract short term 
capital movement from India to the U.S.A. 
Exchange rate fluctuation is another factor influencing 
the rate of short term investment S.B.I, reckons its profits 
and losses in rupee terms which is inevitably affected with 
the exchange rate fluctuation. If the appreciations of dollar 
is expected the discounting of the above said bill at 
Washington will be postponed and if the depreciation is 
forecasted it will be done at the earliest. 
Short term investments normally flows from a low to a 
high interest country. A country can achieve the short term 
investment flows it requires to offset the deficits in other 
accounts by manipulating its interest rate. When a country 
increases its rate of interest, investment flows from abroad 
take place and the investment accounts turns in its favour. 
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thereby minimising the neccRsity for improving its trade 
balance. At the same time, the interest rate hike reduces 
domestic investments and exerts downward pressures on wage 
rates and employment. This promotes exports and reduces 
imports. These effect will differ from country to country, 
depending on the conditions of liquidity preference and 
employment. The effects depend on the interest rate policy 
used by the central banks to achieve internal and external 
balances, and on the open market operations used to 
supplement the policy. 
LONG TERM CAPITAL MOVEMENT:-
However, the most important factor closely related to 
the economic development is international long term capital 
movements. Although these capital movements can be further 
divided into direct investment such as building plants or 
sales based abroad, and indirect investment or it may be 
called portfolios investment (subscribing to foreign stock or 
bonds). 
International capital movements are different from the 
international movements of capital goods such as machinery 
and raw materials. Capital is an agent to control or to have 
command over commodities and services of factor of 
production. Foreign borrowing does increase a country's 
capacity to import capital goods, it does not necessarily 
mean that the country will import them from leading country 
or even from other countries. The decision as to which 
commodities are to be imported from which country by the 
borrowed capital should be based on the differences in 
]1 
comparative costs of the host country in relation to the rest 
1 
of the world. 
Long term international capital movements have three 
effects on the international economy. The first effect of 
international loan is on the diffusion of international 
business activities, this may be termed as the liquidity 
effect. 
1. Liquidity Effect: 
Through international lending, investment in the 
borrowing country increases. This leads to increase in the 
2 
country's national income by a multiplier process and hence, 
its imports. The increase in imports of the borrowing country 
implies increased exports of the lending country as well as 
other countries. With the increase of their exports, national 
incomes of these countries increase, increasing imports and 
exports of the borrowing country as well. In this way 
international lending stimulates international economic 
activity. In the mean time the increases in imports of the 
borrowing as well as other countries from the lending country 
make possible the real transfer of capital in the form of 
commodities. 
2. Production Effect: 
The second effect of international investments is the 
production effect with the increased capital in borrowing 
1. Lloyed A. Metzler : "The Transfer Problem reconsider" 
Journal of Political Economy 1942, p-17. 
2. Fritz Machlup : International Trade and the National 
Income Multiplier, Philadelphia,1943,p-19 
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country. The increase in capita] an the borrowing country 
improves not only production efficiency of the industry 
invoJved, but also the living standard of the country as a 
whole. This is the basic gain from improved production 
efficiency. 
3. Reserve Liquidity Effect: 
The third effect of such investments is the reserve 
liquidity effect on the international repercussions of 
economic activities. This arises in the process of 
repatriation of interest and the principal. It has the 
opposite effect of the initial investment process, debt 
servicing leads to a capital outflow from borrowing 
countries. Also, if the continued international investments 
are suddenly suspended or the principal is suddenly 
repatriated, the production expansion plan will be 
interrupted, leading to the collapse of internal and external 
equilibria of the borrowing country. 
DIRECT & INDIRECT INVESTMENT 
The major forms of ^indirect investment' are new 
flotations (new issues of national loan and bonds and 
debenture) sale and purchase of existing bonds and stocks 
(portfolio investment), and medium term loans up to five 
years and long term lending by financial intermediaries. Long 
term indirect investment characterised as a means of 
profitable asset management from stand point of individual 
investors. In this respect, inter-governmental long term 
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lending (such as economic aid) js different in nature, thoiigh 
it is also a form of long term capital movement. 
In contrast, ^direct investment' is the class of 
capital movement which aims mainly at the control over 
management and profits of the enterprise abroad. In other 
words, it includes the ownership of the firms by capital 
participation while management authority by: (a) tho 
acquisition of the stocks of the existing foreign firms to 
participate in the management of the firms concerned on take-
over of the existing firms themselves, (b) the establishment 
of a new subsidiary abroad or participation in a joint 
venture through stock holdings, and (c) the acquisition of 
real assets for the purpose of business activities. 
It should be noted that even if, the form of foreign 
investment is not a purchase of stocks, but a long term 
lending, it is included in a direct investment if the element 
of management participation accompanies it. On the other 
hand, the acquisition of stocks of a firm is included in 
portfolio (indirect) investment when it is done solely for 
dividend or capital gains, while minority (less than 50 
percent) stock acquisition is included in direct investment 
if it is made for the purpose of management participation. 
THEORIES OF FOREIGN DIRECT INVESTMENT 
There are two approaches of foreign direct Investment, 
micro-economic approach or theories of firm on direct foreign 
investment and macro-economic approach or the theories of the 
different countries on direct foreign investment. Some of the 
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macro-economic theories are given as below : 
A - MACRO-ECONOMIC APPROACH 
Some of the macro-economic approaches are illustrated 
as below. 
1. THE MAC DOUGALL-KEMP MODEL: 
A macro-economic analysis of the effects of 
international capital movement or foreign investment was 
initiated by G.D.A. Mac Dougall and subsequently elaborated 
1 
by Murray C. Kemp. This has opened a route towards a macro-
economic approach to the problem. 
When capital moves freely between the countries of the 
world, marginal productivities of capital are equalised 
internationally; efficiency in the use of world resource 
improves. The output of the world increases, thus augmenting 
welfare of individual countries. 
Assume a world composed of an investing country and a 
host country. Before international capital movement take 
place. The marginal productivity of capital in the investing 
country is lower than that of the host country since capital 
is relatively abundant in the former. The law of diminishing 
marginal productivity is assumed for capital. Also it is 
assumed that within each country perfect competition prevails 
and the price of capital is determined equal to the marginal 
productivity of capital. 
1. G.D.A. MacDougall : "The Benefits and Costs of Private 
Investments Abroad," A theoritical approach. Economic Record, 
March,1960, p-19 
Figure- 1.1 
The MacDougall-Kemp Model. 
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In figure 1.1, O is the Origin of the investing 
1 
country and O that of host country. The amount of capital is 
2 
measured on the horizontal axis O Q.is the capital in the 
1 
investing country and O Q that of host country. The sum of 
2 
the two, 0 0 is then the total endowment of capital of the 
1 2 
world. Marginal productivities of capital are measured on the 
vertical axis. The line MN is the marginal productivity curve 
of the investing country representing diminishing marginal 
productivity of capital, which is also the demand cure for 
capital in that country. The line mn is the similar curve for 
the host country. Before international capital movement tako 
place, the investing country produces O MTQ of out put by 
1 
O Q of capital in combination with the given amount of 
1 
labour, and the host country produces O mUQ of output. (It is 
2 
easiest to understand the model if we assume that both 
countries produces the same product.) The price of Capital (= 
marginal productivity of capital) is QT in the investing 
country, which is lower than QU in the host country, and 
capital flows from the former to the later country to a point 
where marginal productivities of capital in the two countries 
are equated. Thus SQ of capital moves from the investing 
country to the host country and the marginal productivity of 
capital becomes equalised as SP=0 E=0 e between the two 
1 2 
countries. 
As a result of capital movement, the output is now 
O MPS in the investing country and O MPS in the host country 
1 2 
compared with the sum of the output of both countries before 
international capital movement (O MTQ+0 mUQ), total world 
1 2 
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output increases by the triangle PUT. This shows that total 
output of the world increases by the free international 
movement of capital. The question arises what about the gain 
for the investing and host country. The output of the 
investing country decreases by SPTQ by foreign investment. 
But this does not mean a decrease of its national income. As 
there turn to foreign investment, the investing country 
receives a sum equal to the marginal productivity of capital 
(= the price of capital) times the amount of capital invested 
abroad (SPWQ). So long as the income from foreign investment 
is greater than the loss of output (in the present case,by 
PWT), the investing country enjoys a greater national income 
than before the foreign direct investment similarly, the host 
country enjoys a net increase of national income, PWV. Part 
of the increase of output (QUPS) is set aside for payment to 
the investing country (by QWPS). Thus as the result of 
liberalisation of international capital movements, the output 
of the world as a whole increases and the join is shared by 
both the investing and the host countries. 
2. The Theory OF Optimum Taxation on Foreign Investment 
Returns: 
The MacDougall-Kemp theory has shown the gain from 
investments. They also commented on the distribution of that 
gain among groups in both investing and host countries. From 
the point of view of a government, there exist taxing systems 
which allocate a larger amount of the gains to the country 
which initiated the tax. This is called the "theory of 
Figure - 1.2 
The MacDougall-Kemp Model, 
optimum Taxation on Foreign Investment. 
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optimal taxation*. Rather than permit investment to the point 
where total joint gains are maximised, a country can restrict 
investment and thus be better off. 
For example host country can impose tax on the profits 
of foreign owned capital. On the other hand, the investing 
country can tax the returns from foreign investment after the 
tax in the host country is deducted. The investing country, 
of course, can impose a tax on the returns to domestic 
investment as well. Investors in that country decide whether 
they should invest domestically or abroad by campaigning the 
after tax returns from domestic and foreign investments, and 
when the later is higher, they invest abroad until the 
returns are equalised. 
Figure 1.2 is the same as figure 1.1 except that the 
necessary addition is made to explain the problem of optimal 
1 
taxation on foreign investment. As mentioned earlier, SQ of 
foreign investment will be made by the investing country in 
the host country under free international capital movement 
Suppose the host country imposes a tax on capital inflow at 
the rate of HG/HF. A line (not shown in the figure) can be 
drawn that indicates marginal productivity of capital after 
tax; it is lower than the line mn by the tax rate, and 
interests with the line MN at G Thus the amount of capital 
movement decreases from SQ to FQ. 
l.Koichi Hamada : Economic Growth and Industrial Capital 
Movements, Toyo-Keizai, Tokyo, 1967, p-28. 
2 0 
The tota] output by foreign investment is the area QUHF 
from the stand point of the host country, of which the 
country pays abroad the area QJGF, rather than QWVF under 
free capital movement. That is its national income increases 
by the area" a" (JWVG) (the sum of the area JWVG and the area 
WIHV, ie. JIHG, goes to the government and then is returned 
to the people). On the other hand, national output decreases 
by the area FHPS as compared with the case of free 
international capital movement. Of this, the area. FVPS was 
paid abroad under free capital movement. The area b, ie. VHP, 
is the decrease in output. National income of the host 
country is, therefore, greater under the restriction by tax 
than under free capital movement as long as the area a is 
greater than the area"a". 
In other words, the area "a" is the part which 
represents the reduction of the burden of interest (and 
dividends) to be paid abroad to the amount FQ of foreign 
capital; this gain is due to the decrease in the 
international returns to capital from QW to QJ as the result 
of the restriction of capital imports. The area b represents 
the reduction of income of the host country which is caused 
by the decrease of output because of the decline in the 
amount of capital inflow. As is obvious from figure 1.2 the 
gain is greater than the loss when the restriction of capital 
imports is very limited, whilst the loss exceeds the gain and 
the level of national income decreases when the restriction 
is very severe. This, some where in between the two these 
must be an "Optimal tax rate' which maximise this country's 
2] 
nationaJ income and determines the optimal amount of capita] 
import. A country which can influence the rate of return to 
international capital by restricting capital imports will 
gain by restricting capital inflow, rather than allowing for 
free capital movement. 
A similar reasoning holds in the case of taxation by 
the investing country on outgoing capital. It is beneficial 
to the investing country to restrict capital exports by 
imposing tax on the returns to foreign investment when tho 
restriction influences the return. 
3« The Dzawa-Hamada Thesis: 
When an import to host country from investing country 
is hindered by the levy of tariffs, the latter will undertake 
direct foreign investment in the former, setting up a factory 
in the host economy behind its tariffs wall. It was shown 
originally by H. Uzaroa and elaborated by K. Haroada, that, in 
such a case, the host country will suffer a loss in national 
1 
income and welfare. 
MICRO ECONOMIC APPROACH: 
Some of the micro-economic approaches are given below. 
1.Business Administration Approach: 
This is the basic theory of F.D.I, which concentrates 
on the growth of the firm. The business administration 
approach was the first to tackle the problem of direct 
1. K. Hamada : "Atheory of internetional trade and direct 
investment, Toyo-Keizai, 1971. p-29. 
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1 
foreign investment, and st.il] is the most. infJuentiaJ. it 
views the activities of direct foreign investment as a 
natural consequence of the growth of the firm. It is 
interesting to observe the process in which an India firm 
begins overseas activity to become a multinational firm. The 
decision making of the firm changes from the traditional 
domestic market to a world market orientation. Its 
organisation goes through changes, first with the 
strengthening of its export section, then to the independence 
of the international business section, next to the 
establishment of a foreign subsidiary, and finally to the 
central control of subsidiaries all over the global. 
Consequently, the firm faces new problems such as negotiation 
with foreign governments, the handling of foreign currencies 
and other assets, dealing with foreign labouress, arbitration 
of international conflicts, and so forth. The problems were 
never encountered in the domestic market. 
This business administration approach seeks to give 
guidelines to the firms concerning the type of management 
which would best confront the problems listed above. It is 
more a source of advice to the management of multinational 
corporations than an explanation of foreign investment. The 
approach is, therefore, confined theoretically to the 
analysis of one commodity produced by one firm even though 
firm produces many products in practice. It is based on the 
I.John Fayerweather, Industrial business management, Macgraw-
Hills 1969, p-22. 
2 3 
principle of absolute competition which juRtifies a firms 
growth. 
2. Industrial Organisation Approach: 
In 1960's economic analysis of direct foreign 
investment began in earnest. These studies explained the U.S. 
type of foreign direct investment as a natural consequence of 
the growth and expansion of oligopolistic firms. In Stephen 
1 
Hymer's view, direct foreign investment is typical of an 
oligopolistic firm, which has some sort of superiority, 
endeavoring for control in an imperfect market in order to 
maximise profits. According to Richard E. Caves, newest 
products tend to be oligopolistic in their nature because of 
product differentiation, and the development. Refinement and 
sale of underground resources such as oil are suited to 
vertical integration, which strengthens the oligopoly. 
This theory, suggest that firms venture into direct 
foreign investments because of their oligopolistic characters 
and that their investment and operation abroad enable them to 
survive by strengthening and expanding oligopolistic systems. 
The above said two theories neatly characterise U.S. type 
direct foreign investments. 
3. Product Cycle Approach: 
Another approach related to the oligopoly theories is 
I.Stephen Hymer : "United States Investment Abroad " in 
Peter D. (Ed.) Direct Foreign Investment in Asia and the 
Pacific, Astralian National University Press, 1972, p-41. 
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1 
vernon'B product cycle theory. Its special feature lies in 
the combination of a three stages : (a) innovation, (b) 
growth and (c) maturing of a new product with the R & D 
(research and development).Later, the theory predicts where a 
new product (or innovative technology) is most likely to be 
created. In the new phase stage, the design of the product is 
often changed. Hence its production is technologically 
unstable and the market is not yet familiar with the product. 
Its sales will not grow rapidly and demand for the product 
will remain price-inelastic. 
At the growth stage, after the new phase stage, sales 
of the product increases. Mass production and bulk sales 
methods are introduced. At the same time, entries in the 
industry increase and competition intensifies amongst 
producers. Demand becomes price-elastic so the sales of each 
firm become more responsive to price. Under these 
circumstances, the realisation of economies of scale and the 
managerial ability of the firm play important roles. 
Finally, when the mature stage is reached, the product 
becomes standardised and its production technologically 
stable. Instead of the decisive role played by research and 
development activities or managerial skills at the new phase 
and growth stage, unskilled and semi-skilled labour become 
important. Accordingly through foreign investment the 
I.Raymond Vernon : " International Investment and 
International Trade in the product cycle",Quarterly Journal 
of Economics, 1966 p-190-207. 
Figure - 1.3 
Vernon's Genuine Product ('ycle 
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production location moves to low-wage, developing countries. 
The cost of marketing exports of the product from these 
countries may be low compared with other commodities, sinco 
the commodity is standardised. Now the question arises at 
what stage in a product cycle and for what reason is direct 
foreign investment undertaken? New products created in the 
united states first enjoy a monopolistic position. Exports 
increases when mass production is introduced and the cost 
reduced. But threats to this export position arise and export 
decrease. The threats include tariffs in the importing 
countries, import quotas, domestic production in importing 
countries and entrance of other foreign competitors into the 
import market. Thus direct foreign investment is a 
monopolistic defence of the market and could be made before 
the mature stage. 
4. Catching-Dp Product Cycle Approach: 
The catching-up product cycle approach is propounded by 
Dr Akamatsu, professor Eroerius of Hitotrubashi university, 
Japan. He originally called it ^the wild geese-flying 
pattern' of industrial development in developing countries 
since, as shown in the figure, the time series curve for 
imports of a particular product is fallowed by that of 
domestic production and later by that of exports, suggesting 
according to professor A. Kamatsu, a pattern like "wild geese 
flying in orderly ranks forming an inverse V. just as 
Figure - 1.4 
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1 
airplanes flying in formation. 
To recapitulate, the concern of vernon and other was 
to explain how a new product is invested and manufactured on 
a large scale in leading industrial countries. In a 
developing or catching-up country, the product cycle starts 
with imports of the new product with superior quality 
"imports increases substantially and satisfy the country's 
aggregate demand. Once increased demand approaches the 
domestic production threshold, domestic production is 
2 
economical. A learning process follows and is assisted by 
importing technological know-how and by direct f-oreign 
investment. The expansion of production then leads to the 
exploitation of economies of scale, increase in productivity, 
improvement in quality and reduction in costs. This involves 
an import substitution process. 
However, as domestic costs reach the international 
competitive cost level, foreign markets are developed, the 
scale of production is extended further and costs are reduced 
again. Thus the expansion of exports that is originally made 
possible by the growth of domestic demand in its turn 
provides a stimulus to individual development. To sum up it 
may be appropriate to call such successive development of 
imports, domestic production and exports the catching-up 
1. Kaname A. "A Historical Pattern of Economic Growth in 
Developing Countries" The Institute of Asian Economic 
Affairs,1962 p-11. 
2. Albert O.H*. : "The Strategy of Economic Development", Yale 
University Press New Haven, 1958, p-121. 
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product cycle. It should be noted that such a product cycle 
takes place only for standardised, rather than new products, 
and in developing rather than in industrialised countries. 
Conclusion: 
From the above mentioned theories of foreign direct 
investment, it is clear that, not only the business 
administration and growth of the firm approach of foreign 
direct investment but also the macro-economic approach (the 
Mac Dougall-Kemp model, the theory of optimum taxation on 
foreign investment, and the Uzawa-Hamada thesis) are 
basically one commodity analysis and hence, partial 
equilibrium analysis. Consequently, they can not be said to 
be true macro-economic theories. All are based also on the 
principles of absolute competition of profit maximisation by 
capital. It is therefore necessary and an important task to 
tie these approaches together with a two commodity, general 
equilibrium approach. This approach will be based on the 
international division of labour, will emphasis comparative 
cost considerations, and thus will be able to analyse both 
foreign direct investment and international trade 
comprehensively in one approach. 
II 
THE AMERICAN STRATEGY 
OF 
FOREIGN INVESTMENT 
CHAPTER II 
THE AMERICAN STRATEGY OF FOREIGN INVESTMENT 
To have an understanding of the socio-economic and 
political order which helped to create the necessary 
conditions and shaped American attitude for its emphasis on 
foreign direct investment one must go back, at least, to the 
inter world war period (1919 - 1939). The international 
economy failed to revive after the world war I mainly because 
of world's economies revenged against Germany, the ill 
conceived gold standard and nationalistic approach pursued by 
most of the nations. 
Before the first world war the U.K provided 
order and coordinated international economic activities but 
in the 1930's and onward the U.K was no more able and the 
United States was unwilling to restructure the international 
economy disrupted by world war first. The result was a 
leadership vacuum, which led in part to the beginning of 
1 
great depression and ultimately to world war II. 
The important development arising out of the lack 
of this leadership was the passing of the Reciprocal Trade 
Agreement Act in June 1934 by the U.S congress. The purpose 
of this act was to enable the United States Government to 
negotiate reduction in tariff barriers. The act which was 
followed in 1936 by the Tripartite Monetary Agreement, not 
only reflected the transformation of the United States into a 
1-Charles Kindleberger, The World in Depression, 1929-39 
(Berkeley: University of California Press, 1973) p-152. 
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major industrial power but also represented the first major 
step by the United States towards assertion of its leadership 
of the world economy. The determination of the United States 
to overcome discrimination against American exports reflected 
the increasing industrial strength of the American economy. 
The re-establishment of a liberal world economy was to becomo 
a Keynote of American planing during world war II. 
Indeed, American plans for the postwar era were 
directed against the British in partcular. Beginning with the 
farming of the Atlantic Charter in 1941 and continuing 
through the negotiation of the Land-Lease Act (1941), the 
Bretton Woods Agreement (1944), and the British Loan 
(1945),the Trust of American policy was directed against 
1 
common wealth discrimination. 
It has,in fact, been Great Britain and the west 
Europeans who have been displaced in Latin America, Asia, the 
Middle East, and elsewhere by American expansion. Under its 
leadership, the various rounds of GATT and above said 
agreements have enabled the US trade to expand at 
exceptionally high rate, far faster than its own gross 
national product. The Dollar become the basis of 
international monetary system. It was against this back-drop 
that the U.S. multinational corporations found the global 
political environment conducive one and started production 
across national boundaries through direct investment. 
1- Richard Gardner, Sterling - Dollar Diplomacy: Anglo 
American Collaboration in the Reconstruction of Multinational 
Trade (Oxford: Clarendon Press 1956) p-175. 
32 
WHY THE MULTINATIONAL CORPORATIONS 
The United States hegemony provided a politica] and 
security structure which facilitated rapid expansion abroad 
by U.S. corporations. Now the question arises why U.S. 
corporations took advantage of this situation and established 
branches overseas. At most, the creation of a favourable 
political environment provided the necessary conditions for 
foreign direct investment by multinational corporations. 
Direct Investment in Extractive Industries 
In the case of extractive industries such as petroleum 
or minerals, the explanation of foreign direct investment is 
fairly straight forward. These extractive industries are 
highly oligopolistic in nature. Many of them are controlled 
or dominated by a few large U.S. corporations. Additionally, 
a few Canadian (Alean, International Nickel) and European 
(Shell, Rio Tinto Zinc) corporations participate in a few 
obligopolies which dominate the worlds sources of raw-
materials out side the communist block. These oligopolistic 
industries are invariably "Vertically integrated". The 
corporations' control extends over extraction, transportation 
and refining and in many cases such as petroleum and 
aluminum, over marketing as well. As a Consequence, a 
relatively few U.S. and foreign corporations have controlled 
non-communist industrial world's access to raw-materials and 
through their investment and other policies have attempted to 
maintain that control. As in the case of manufacturing 
investment, American mining and petroleum companies first 
ventured overseas in the decades just prior to world war I. 
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In petroleum particularly, U.S. oil companies, in direct 
competition with British, sought to gain control over foreign 
1 
sources of oil. During and immediately following world War 
II, this movement was accelerated, especially in the Middle 
East. As a consequence of the heavy drain on its 
resource during world War II, the United States emerged from 
the War, a defined nation in many important raw-materials. 
Therefore, with the retreat of European influence and the 
discovery of high grade ores in South America, Canada, Africa 
and else where, U.S. multinationals rapidly expanded their 
domains overseas. 
The overseas expansion on the part of U.S. extractive 
multinationals was encouraged by the favourable provisions of 
American tax law. As a result, American extractive industries 
found it highly profitable to expand overseas in search of 
relatively cheap sources of petroleum and other raw-materials 
and to de emphasise the development of higher-cost, lower 
grade indigenous sources of energy and raw-materials. In this 
manner the United States economy was transformed over time 
from one characterised by relatively self-sufficient, to one 
overly dependent upon foreign cheaper sources of energy and 
raw-materials. 
Direct Investment in Manufacturing 
When one turns from extractive to manufacturing industries, 
the situation gets much more complicated. Why, for example. 
1. Benjamim Williams, Foreign Economic policy of the United 
States (New York: McGraw-Hill, 1929) p-98. 
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should a corporation chooBt- to incur the added cost of 
manufacturing overseaR when it couJd more easily, and perhaps 
at an even higher profit, export its products or licence its 
patents to a foreign manufacture ? In this regard we shall 
explore the factors and theories which explain foreign direct 
investment in manufacturing by U.S. multinational 
corporations. 
In neoclassical economic theory, foreign investment 
is explained in very simple terms: Capital tends to flow from 
regions where it is in surplus and has a declining rate of 
return, to regions where it is relatively scarce and can gain 
a higher rate of return. With respect to portfolio, debt 
securities and other forms of indirect investment, 
neoclassical theory, with its emphasis on short-term profit 
maximisation is generally adequate. 
A number of factors which help explain the phenomenal 
rise of multinational corporations and foreign direct 
investment over the past decade are foreign trade barriers, 
American anti trade laws, local context laws, proximity to 
markets and so forth. Such a listing of factors, however, 
does not provide a sufficient explanation. For a deeper 
understanding, one must turn to the theoretical work of the 
several economist who have written on foreign direct 
investment and the multinational corporations. These theories 
can be grouped into three sets. For the first group, the 
multinational corporation is market induced, a response to 
market forces, for the other, it is policy-induced. Finally, 
economists (especially those favouring the market induced 
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position) can be divided into two further groups: those who 
believe that the MNCs are essentially defensive or market 
protecting in nature (the product-cycle and organic theories) 
and those who see the multinational corporation as 
essentially (oligopoly theory) and aggressive one. 
These grouping are obviously not mutually exclusive. 
Most writers on the multinational corporation can be placed 
into two or even three of these sets or categories . Thus, to 
take three prominent and contrasting view points, one can 
categories. Raymond Vernon, Stephen Hymer, and peggy Muograve 
as fallows. While Version a liberal economist, is critical of 
many of the practices of MNCs, he is essentially pro-MNC, 
believes they are primarily market induced, and regards 
foreign direct investment as defensive. Hymer, a marxist, on 
the other hand, is hostile, yet regards MNC as an inevitable 
consequence of modern capitalism, he believes that-MNCs are 
aggressive in its behaviour. Finally, Musgrave is closer to 
the mercantilist perspective. In that she believes that the 
MNC is neither good nor inevitable, at least on its present 
scale, and that its behaviour is primarily aggressive. 
APPLICATION OF THEORIES IN THE OS BUSINESS ENVIRONMENT AND 
ITS MULTINATIONALS : 
The assumptions made by writers on this subject are 
extremely important, in fact, they determine in most cases 
the conclusion of scholarly and Scientific research on the 
multinational corporation and foreign direct investment. In 
an attempt to develop a unified and Coherent explanation of 
3 6 
foreign direct investment, we begin with a presentation of 
those theories which regard the MNC as an investable 
manifestation of contemporary economic developments. 
The first set of theories of foreign direct investment rest 
on the assumption that the multinational corporation and 
direct investment are the necessary consequences of 
contemporary economic and technological developments. Common 
to all the theories examined in this section is the idea that 
underlying the emergence of the multinational corporation is 
a revolution in transportation and communications. Advances 
in land, sea and air transportation as well as in modern 
communications here made possible the global integration of 
manufacturing activities. 
Against this background of significant 
technological changes, one can identify four different 
economic theories. The first is that of international 
oligopoly. As noted particularly by Charles Kindleberger and 
Stephen Hymer, the U.S corporations that establish 
1 
subsidiaries tend to be the large oligopolies. These 
U.S. giants enter foreign markets because they have a 
monopolistic advantage which they can exploit to earn a 
higher rate of profit than their local competitors. The 
advantages over their foreign competitors may consist in 
technological superiority, managerial expertise better 
sources of finance, or combination of these. The firms that 
1. Kindleberger view. American Business Abroad, (New Haven; 
Yale University Press 1969) p-99. 
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invest abroad are among the largest and most technoJogica]ly 
advanced in the country. Further more, their investment 
abroad also tends to be concentrated in sectors where there 
is high degree of market concentration. Thus, direct foreign 
investment, according to this theory is of "aggressive 
behaviour" and is primarily a phenomenon associated with 
oligopoly and market concentration. 
The oligopolistic theory of direct foreign investment 
does not explain why a corporation seeks to serve a 
particular market or sell a particular product though the 
establishment of a local subsidiary rather than through 
licencing or exporting. One must add to the oligopolistic 
theory, therefore the so called product cycle model developed 
1 
by Raymond Vernon. . In its essentials, the product-cycle 
theory identifies three phases in the life history of a 
product (a) Introductory phase (b) maturing phase (c) 
standardised phase. 
In the introductory state most of the U.S. Corporations 
are said to have a great advantage over their foreign 
competitions. During this stage of the product cycle U.S. 
corporations enjoy a monopolistic advantage on account of 
their technological edge and know-how. Therefore U.S. 
corporation can satisfy the rising foreign demand for the 
product through exporting to these markets. But as the 
foreign market for the product grows, and especially as the 
1. Raymond Vernon - sovereignty at Bay (New York: Basic Books 
1971). p-171. 
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technology identified with the product defuses abroad to 
potential foreign competitors, strategy of the American 
corporation changes. 
During the maturing stage of the product cycle an 
American firm begins to lose the competitive advantage 
occurring form its technological lead. As the relevant 
technology becomes available through imitative development 
the advantage shifts to foreign production, owing among other 
things to proximity to the local market and lower labour 
costs. Therefor, if the U.S. corporation is to maintain its 
market share and forestall competition, it must establish 
foreign branches or subsidiaries. Finally in the third stage 
or standardised stage of the product cycle, production has 
become sufficiently routinised So that the competitive 
advantage shifts to relatively low skilled, low wage, and 
labour-intensive economies. During this stage of product 
cycle, production increases very fast. Therefore, during this 
stage, the corporation may export finished goods back to the 
United States. 
In order to forestall the rise of foreign competitors 
and to maintain its global market position, the U.S. 
corporations begins to manufacture abroad itself. The crux of 
foreign direct investment is the transference of technical 
1 
and managerial knowledge. . In a World where technical know-
1. Harry Johnson - "The Efficiency and Welfare Implication 
of International Corporation" in "The International 
Corporations" (MIT Press 1970). 
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how diffuses rapidly to one's potential competitors, thereby 
reducing the innovator's long-term profit margin, the U.S. 
corporation goes abroad to protect its investment in research 
and development. Thus the American innovator, rather than the 
foreign imitators, capture the benefits form the transference 
of knowledge abroad. 
In a nut shell according to product cycle theory 
American corporations make the foreign direct investment in 
order to dominate potential competitors through market pre-
emption. The synthesis of product cycle theory lies in a 
combination of short-term opportunity and long-term fear. The 
opening up of Indian economy create the opportunity for 
American and the potential rivals of European and Japanese 
industries create the fear for U.S.A. Hence, direct 
investment is used as a tool by Americans so as to achieve 
the said objectives. 
If one want to get a still more comprehensive 
understanding of foreign direct investment, yet another 
1 
theory, the so called organic theory helps. According to the 
organic theory, the fundamental motive of the corporation is 
survival. Under conditions of oligopolistic competition, the 
one pre condition for survival is continued growth, and 
continued growth can by guaranteed only by a constant or 
increasing share of an expanding market. This theory holds 
that the corporation invest abroad to defend or protect the 
earning capacity of its existing capital. Although, this 
1. Judd Polk - U.S. Production Abroad and the Balance of 
payments ( New York : National Industrial conference 
Board,) 1966, p-180. 
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initiaJ investment abroad may have a lower rate of return, 
than investment existing at home, it protects the 
corporations and also lays the basis for eventual profits 
from abroad now and later on. The multinational firms takes a 
long-term perspective with respect to the profitability of 
its foreign investments, and consider it a must, to invest 
continuously in order to maintain its position in the growing 
market. 
In short the law of corporate survival in an 
oligopolistic market states "Direct investment is tied to 
markets. If market grows, the firm must grow. If the firm 
stops growing, it would die. Anything that interferes with 
the growth of the firm, such as balance of payments, 
restrictions, while the organic life of the market goes its 
way will kill the firm. 
"Another factor in explaining the pattern of 
foreign direct investment involves capital market 
relationships, exchange risk, and market's preferences for 
1 
holding assets denominated in selected currencies" what has 
been important during period of extensive foreign investment 
has been the premium placed on securities developed in a 
secure currency i.e.,there is security of exchange value. As 
a consequence, entrepreneurs in the country whose currency is 
regarded as secure have an advantage over local enterprise 
abroad. 
1. Robert Aliber - "A theory of Direct Investment" The 
international corporation - C. Kindleberger, p-20. 
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The capital market view, advanced by Robert-
Aliber, rest on the fact that in 19508 and 1960s investors 
1 
preferred to hold dollar-denominated equities. Because of 
the security of the dollar, American firms were able to 
borrow on more advantageous terms than their foreign 
competitors, they were able to borrow at lower interest rates 
and were willing to pay more than foreign competitions for 
foreign assets. 
The preferred currency status of the dollar and its role 
in the international monetary system suggest this related 
cause of the foreign expansion of U.S. corporations. First of 
all foreign investment by American corporations was 
stimulated in part by the over valued exchange rate of the 
dollar. In fact, because of inflated value of the dollar, 
foreign assets and labour were relatively cheap for American 
corporations. Thus, the system of fixed exchange rates 
prevailed from 1945 proved to be an inducement for American 
corporations to produce abroad rather than to export from the 
United States. Secondly, foreign investment is regarded as a 
function of the market. De Gaulle emphasised the reserve role 
of the dollar as a major factor in U.S. foreign investment. 
He believed that American monetary hegemony enabled the 
United States simply to print dollars and to buy up foreign 
corporate assets. In other words American foreign direct 
1. The Internal Money Game (New-York Basic Books 1973) pp. 
187. 
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inveetinent was facilitated by the international role of the 
dollar. If the dollars position in the international economy 
were upset, it would have weaken the capacity of U.S. 
corporations to pursue a strategy of direct investment in 
order to maintain their dominant position in world market. 
AMERICAN FOREIGN DIRECT INVESTMENT MODEL 
The American model of F.D.I is proposed by Raymond 
1 
Version and Stephen Hymer. They explained how a new product 
is invented and manufactured on a large scale in leading 
American industries. Export of this product grow in so far as 
a "technological gap exists between the U.S.A. and the 
foreign countries. Because of high demand and inequilibrium 
(demand exceeding supply) in the importing nation, along with 
the govt, policy of import substitution, the producers in 
these countries start imitating the new technology and follow 
suit. Then the nations' imports slow down and the U.S. 
multinationals try to maintain their share of foreign 
markets through F.D.I. According to vernon, "The U.S. trade 
position in manufactured goods is based heavily on a 
comparative advantage in the generation of innovations, 
rather than on the more conventional notion of relatively 
cheap capital" and the big post war increase in U.S. 
overseas investment in manufacturing subsidiaries has come 
about mainly in the kinds of industry that would be expected 
to have participated in such a process. Industries associated 
1. Raymond Vernon - International Investment International 
Trade in Product cycle - Quarterly Journal of Eco. May, 1966. 
p-211. 
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with innovation and with oligopoly. It explains why so much 
of investment is found in the Chemical industries, the 
machinery industries, the transportation industries, and the 
1 
scientific instrument industries. 
Similar views are expressed in the researches of Stephen 
Hyroer. Hymer points out three factors determining whether an 
industry will go to invest abroad or not. 
Firstly, there must be some kind of barrier to entry in 
the industry (technological, economics of scale, 
differentiated products) so that local firms cannot compete 
with producers below a level which compensates the 
multinational corporation for the extra cost of operating in 
a foreign country and integrating geographically dispersed 
operations; Secondly,it must be advantageous to produce 
locally rather than export from a single production center 
(this depends upon tariffs, the size of the market, and the 
threat of local competition); and, thirdly, the firm must 
find it more profitable to exploit the foreign advantage 
through direct investment rather than licensing. Hence, a 
technological lead is not a sufficient explanation of foreign 
investment. One roust also explain why the technology is not 
sold like other commodities. The answer usually lies in the 
1. Raymond Vernon - The Economic Consequence of U.S. Foreign 
Direct Investment - (U.S. International Economic Policy in an 
Interdependent World, paper I. Washington, D.C., July 
1971,pp. 930-7. 
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marketing oharacteristicB of the advantage, that is , the 
difficulty of extracting full quasi-rent where roarketa a m 
1 
imperfect. 
The argument of this study is that, in the light of the 
preceding analysis, the strategy of foreign direct investment 
by U.S. multinational corporation is, in the language of 
economists, only the solution to the challenge posed by 
foreign competition and the relative decline of the American 
economy. In simplest terms, what the United States has been 
doing is exporting or trading away its comparative advantage 
(technology, technical know how and management) and potential 
productivity joins in exchange for future foreign earnings. 
In so far as the United States continues to advance in this 
directions, it is converting itself into type of rentier 
economy, that is one which lives off investment income, that 
Great Britain become in the later part of the nineteenth 
century. Overall, the United States in the second half of the 
twentieth century may be said to be facing many of the same 
problems and choices that Great Britain faced in the later 
half of the nineteenth. 
In the United States today, the idea of living off with 
foreign investment income has become very attractive. In 
fact, in the short run, the balancing of America's 
international accounts through the return on foreign 
investment has become a necessity. The importance of this 
1. Stephen Hymer - "United States Investment Abroad' in 
Drysdale; Direct Foreign Investment in Asia and the Pacific" 
p.41. 
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income should not be roiniroised; it has become a critical 
factor in America's economic welfare and global political 
position. Without it the United States could not finance its 
foreign military commitments, its escalating imports of 
manufactures, petroleum and raw-materials, and other 
expenditures abroad. 
Fortunately, the United States has not become as 
dependent upon foreign investment earnings as did Great 
Britain. There are however, several considerations which 
support the judgment that it has become over dependent on 
foreign investment. In the early 1970's foreign investment 
accounted for more than 20 percent of annual corporate 
expenditures for plant and equipments. In certain key 
industries such as Chemicals (30 percent) consumer goods (40 
percent), and electrical goods (75 percent) a large fraction 
of total assets in the early 1970's was located abroad. 
Additionally, in 1973 foreign investment income represented 
over 15 percent of American foreign receipts ($18.5 billion 
out of $ 120.5 billion total foreign receipts). These 
1 
percentages were certain to increase. In effect, the 
United States has become highly dependent on the earnings of 
assets subject to foreign control. 
So, it may be concluded that the U.S. economy has a dual 
structure:(A) innovative and oligopolic industries (New 
industries) (B) Traditional industries which are price 
competitive and stagnant. The genuine product cycles and 
1. U.S. Department of Commerce, Bureau of Economic Analysis, 
Survey of Current Business, ( March 1974 ) p- 37. 
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direct foreign investment take place successfully only within 
the innovative and oligopolistic type of industry group. 
However it may particularly be pointed out that these 
companies while investing abroad lose concentration on export 
strategies and sometimes over they start importing due to 
relatively low wage structure abroad. Hence the U.S. foreign 
direct investment model is of ^anti-trade-oriented' and put 
the U.S. economy into the red spot. 
Ill 
THE FLOW OF FOREIGN DIRECT INVESTMENT 
FROM THE USA. TO INDIA 
CHAPTER - III 
THE FLOW OF FOREIGN DIRECT INVESTMENT 
FROM THE U.S.A. TO INDIA 
A number of eco-political irritants between India and tho 
CS are legacies of the cold war era, which has now 
subsided considerably after the disintegration of the USSR. 
It may particularly be pointed out that India should not 
consider the world as uni-polar as exaggerating US power may 
be counter productive. The US will need India in the future 
global management as much as India will need the US With 
the Indian economic liberalisation programme. The dynamics of 
Indo-US economic relations have accelerated and acquired new 
content. In this process while the Indian Government has 
played an active role in dismantling the regulatory 
structure, the US Government's role is more of a promoter, 
since the American investment decisions are taken 
autonomously by the US multinationals as discussed in the 
previous chapter. 
Once the US multinationals start taking interest in 
their economic relations with a particular country, they in 
turn start influencing the US state policy towards that 
country. Presently the Indo- US relations seems to be in the 
first phase where the US multinationals have started taking 
interest in India and are getting their projects approved. 
Even the US Government has started showing its inclination 
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towardB India as Clinton adcniniRtration put India amongst the 
1 
top ten big emerging markets of the world. 
FLOW OF FDI PRIOR TO THE DECLARATION OF THE NEW ECONOMIC 
POLICY 
The US has remained as top investing country in India up 
to the terminating year of the pre-policy era.Table 3.1 shows 
Table - 3.1 
Year 
Trends in the total US Collaboration Approvals 
in India between 1981 to 1990 
(Numbers) 
Total 
Collaborations From 
the U.S.A. 
% Growth 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
Source : 
100 
134 
167 
183 
263 
260 
253 
262 
161 
175 
3 4 . 0 0 
2 4 . 6 2 
0 9 . 5 8 
4 3 . 7 1 
- 0 1 . 1 4 
- 0 2 . 6 9 
0 3 . 5 5 
- 3 8 . 5 4 
0 8 . 6 9 
Indian Investment Center, New Delhi. 
1 US keen to remain top investor in India The Economic Time 
15th November.1994. 
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trends in the US foreign direct investment in the last 
decade of the pre-policy era i.e. from the year 1981 to 1990. 
From the table given below it is indicated that since the 
beginning of the year 1981, the trends have been erratic. 
During the first three years there is a consistent decline in 
the growth rate of inflow of US foreign direct investment in 
India. In the year 1984 the US foreign direct investment in 
India increased substantially but this trend could not be 
sustained. The tragic assassination of Mrs. Indira Gandhi on 
Table - 3.2 
Trends in the flow of FDI, in India from 
the World, and from the D.S.A. between 1981 to 1990 
<Numbers) 
Year Total Total 
collaborations Collaborations 
from the U.S.A. 
% of the Total 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
446 
703 
802 
903 
1262 
1197 
1095 
1208 
798 
860 
100 
134 
167 
183 
263 
260 
253 
262 
161 
175 
2 2 . 4 2 
1 9 . 0 6 
2 0 . 8 2 
2 0 . 2 6 
2 0 . 8 3 
2 1 . 7 2 
2 3 . 1 0 
2 1 . 6 8 
2 0 . 1 7 
2 0 . 3 4 
Source: Indian Investment Center, New Delhi. 
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31st October, 1984 leading to a great turmoil in the Bocio-
econotnic and political order of the nation resulting into the 
negative growth rate for the next two years. 
Despite all out efforts made by the then prime minister 
late mr. Rajiv Gandhi, the inflow of FDI in India could not 
be increased during the later half of the eighties. 
Table - 3.3 
Total Collaboration Approvals from the World, from 
the U.S.A. and their respective Growth patterns 
between 1981 to 1990 
(Rs. in Millions) 
World 
Year Investment 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
in India 
108.71 
628.06 
618.73 
1130.02 
1260.66 
1069.50 
1077.05 
2397.57 
3166.65 
1283.21 
US 
% Growth Investment in 
372.09 
477.73 
- 1.48 
82.60 
11.56 
15.16 
00.70 
122.60 
32.07 
- 59.47 
Ind ia 
22.48 
50.33 
138.92 
89.50 
399.25 
293.70 
295.15 
971.37 
621.55 
344.82 
% Growth 
23.79 
123.88 
176.00 
- 35.57 
346.08 
- 26.43 
00.49 
229.11 
- 36.01 
- 44.52 
Source Indian Investment Center, New Delhi 
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It may be pointed out from table 3.2 that the flow of 
FDI from the world, too, had almost the same trend as state 
above and therefore with low fluctuations , the US Foreign 
Direct Investment has almost maintained its share in the 
total i.e., in the year 1981 the share of OS, FDI in India 
was 22.42 percent of the total while in the year 1990 it was 
20.34 . This shows an overall declining trend. 
Apart from trends in number of collaborations shown in 
table 3.1 and table-3.2, table 3.3 and 3.4 shows the growth of 
Table - 3.4 
Trends in the World and the OS Investments 
in India between 1981 to 1990 
(Rs. in Million) 
Year 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
World 
Investment in 
India 
108.71 
628.66 
618.73 
1130.02 
1260.66 
1069.52 
1077.05 
2397.57 
3166.65 
1283.21 
OS 
Investment in 
India 
22.48 
50.33 
138.92 
89.50 
399.25 
293.70 
295.15 
971.37 
621.55 
344.82 
US 
Share in the 
World 
20.68 
08.01 
22.45 
07.92 
31.66 
27.46 
27.40 
40.51 
19.62 
26.87 
Source: Indian Investment Center, New Delhi. 
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the US foreign direct investment in terms of rupees. It may 
be observed that the present growth rate of FDI from the 
world as well as from the U.S.A. to India had erratic trends. 
In the first half of the eighties the growth rate of world 
FDI to India was consistent while the US even registered 
negative growth rates bringing its share in the total from 
20.68 percent in 1981 to 7.92 per cent in the year 1984, 
indicating a decline to a level of about one third of the 
former. 
It is observed by the researcher that with the emergence 
of Late Rajiv Gandhi on the Indian political horizon and the 
economic liberalisation programme initiated under his 
leadership was well received at the U.S.A. Therefore the 
share of the US , FDI was strengthen in the total inflow of 
FDI in India and reached to as high as 40.51 per cent in the 
year 1988. However it will not be inapt to mention that with 
the initiation of the process of disintegration of the USSR 
the US investors started giving more emphasis to the states 
of former USSR, resulting into diversion of foreign 
investment funds specifically towards the said nations. 
The table 3.5 shows the trends in Indo - US technical 
collaborations from 1981 to 1990 as compared to the Indo-US 
financial collaborations, Indo-US technical collaborations 
had relatively lesser share in India's total technical 
collaborations with the world. In fact, India being the 
founder member of Non Alignment Movement (NAM) and having a 
little inclination towards the former USSR, its economic as 
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Table - 3.5 
Trends in the Indo - US Technical Collaborations 
from 1981 to 1990 
(Numbers) 
Year Total Technical 
Collaborations 
Indo-US Technical 
Collaborations 
% of Total 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
389 
590 
673 
752 
1024 
957 
853 
926 
605 
666 
85 
110 
135 
147 
197 
189 
196 
191 
127 
133 
21.85 
18.64 
20.05 
19.54 
19.23 
19.74 
22.98 
20.62 
20.99 
19.97 
Source: Indian Investment Center, New Delhi 
well as political relations with the U.S.A. were mostly of 
moderate nature. So the approval of technical collaborations 
were also moderate , maintaining its share with meager 
fluctuations, almost at 20 per cent of the total technical 
collaborations during the period under review. 
In order to get better understanding of the flows of 
foreign direct investment from the U.S.A. to India, trend 
analysis of Indo-US financial collaborations has also been 
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Table -3.6 
Trends in the Indo - OS Financial Collaborations 
from 1981 to 1990 
(Numbers) 
Year Total Financial 
Collaborations 
Indo-US Financial % of Total 
Collaborations 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
57 
113 
129 
151 
238 
240 
242 
282 
193 
194 
15 
24 
32 
36 
66 
71 
57 
71 
34 
42 
2 6 . 3 1 
2 1 . 2 3 
2 4 . 8 0 
2 3 . 8 4 
2 7 . 7 3 
29 .58 
2 3 . 5 5 
2 5 . 1 7 
1 7 . 6 1 
2 1 . 6 4 
Source: Indian Investment Center, New Delhi. 
made during the period under review. First we will take up 
trends in financial collaborations between India and the 
U.S.A. from 1981 to 1990. Table 3.6 gives a synoptic view of 
the Indo-US financial collaborations during the said period. 
From table 3.6 it is evident that Indo-US financial 
collaborations have been able to maintain their share in the 
total financial collaborations. However, it may particularly 
be pointed out that the share dropped considerably from 25.17 
per cent in 1988 to 17.61 per cent in the year 1989. It may 
be because of the warming up of Ayodhya issue and the 
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emergence of a collition Government at the center, the 
political stability of which was, of course, doubtful. This 
has inevitably resulted into the considerable fall in the 
financial collaborations from the world as well as from the 
U.S.A. 
Considering the industry wise number of approved foreign 
collaborations between India and the world,before 1990 the 
maximum number of foreign collaborations were in the field of 
Industrial machinery making a total number of 1129 during 
1956 to 1989 followed by Electrical equipments Apparatus 
Components etc. (958), Transport equipments(759), Chemical 
products (703), Basic chemicals (539), Heavy electrical 
equipments (Generation and Distribution) (513),Iron and steel 
products (497).etc. Apart from these major industries many 
more collaborations were also made in the field of Textile 
Machinery, Material handling Construction equipments. Ceramic 
and Glassware, Drugs and Pharmacuiticals, Metal products. 
Paper and Pulp products Agriculture machinery. Technical 
consultancy. Fertilizers and others. 
However the US collaborations with India up to late 
1970's were less than the U.K's collaborations. US share in 
the total collaborations of India in the field of Industrial 
machinery were 23.07 per cent, in the field of Electrical 
equipments the share was 18.13 per cent. Transport equipments 
11.9 per cent. Chemical products 17 per cent. Heavy 
electrical equipments 20.3 per cent. In other industries the 
average extent of US participation was about 15 per cent. 
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THE FLOW OF FDI IN THE NEW ECONOMIC POLICY ERA. 
The time span of over four decades of economic planning has 
transformed the Indian economy from a historically colonial 
and underdeveloped nation into an emerging economic giant of 
the world. However in the later half of eighties, the economy 
witnessed socio-political conflicts and macro-economic 
imbalances. Since 24th July,1991 the Government has, for the 
first time, been making a serious and comprehensive efforts 
to stablise and re-structure the economy. 
With the liberalisation of fiscal, economic and 
industrial policies a number of measures have been initiated 
by the Government during the last three and a half years for 
attracting more of foreign capital. Though much more is yet 
to be done in this regard still the measures initiated have 
started yielding results. 
Table - 3.7 
Trends in the flow of FDI, in India from the World, 
and from the U.S.A. between 1991 to 1994 
(Numbers) 
Total Total 
Year Collaborations collaborations % Growth % of the 
from the U.S.A. Total 
178 1.71 18.71 
335 88.20 22.01 
299 10.74 20.25 
263 12.04 18.93 
Source : Indian Investment Center, New Delhi 
* : Data is available up to September, 1994 
1991 
1992 
1993 
* 
1994 
951 
1522 
1476 
1389 
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Table 3.7 shows that with the initiation of policy 
measures the US investors started showing greater interest in 
investing in India. In the year 1992 number of collaborations 
between OS and India almost doubled and the US strengthen its 
share in the total number of collaborations. In the next year 
the number of US collaborations approved in India has 
relatively decreased. In this connection it may particularly 
be stated that in fact in this year the US initiated bigger 
projects. 
Table - 3.8 
Total Collaboration Approvals from the World, from 
the U.S.A. and their respective Growth patterns 
between 1991 to 1994 
(Rs. in Millions ) 
World US US Share 
Year Investment % Growth Investment % Growth in the 
in India in India World 
1991 
1992 
1993 
* 
1994 
5341.10 
38875.40 
88593.30 
19086.00 
316.22 
627.85 
127.89 
-78.45 
1858.50 
12315.00 
34618.80 
7296.30 
438.97 
562.63 
181.11 
-78.92 
34.79 
31.67 
39.07 
38.22 
Source : Indian Investment Center, New Delhi 
* : Data is available up to September, 1994 
Further, Table 3.8 reveals that there is a continues 
increase in the FDI approvals from the U.S.A. to India in 
terms of rupee. A positive growth of 181.11 per cent in the 
year 1993 also confirm the above stated fact that despite the 
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fall in the number of collaborations approved the US 
multinationals are going for bigger economic stake in India. 
This table also indicate that US foreign direct investment 
approvals having equity participation are securing increasing 
leverage in the total world's FDI approvals in India. This 
trend may be attributed to the fact that after the 
disintegration of USSR the strategic iroportance of India has 
relatively increased. Therefore the US interest in India has 
also increased. 
Table - 3.9 
Trends in the Indo - US Technical Collaborations 
from 1991 to 1994 
(Numbers) 
Year Total Technical Indo-US Technical % of the 
Collaborations Collaborations Total 
124 18.67 
181 21.75 
148 21.35 
120 20.40 
Source : Indian Investment Center, New Delhi. 
* : Data available up to September, 1994 
Table 3.9 also indicate that the US interest, which was 
declining in the later part of eighties has started picking 
up. It may be foreseen that the increasing strategic 
importance of India in the post cold war era and India's wide 
industrial base will definitely attract more of technical 
collaborations between the US and Indian organisations. 
1991 
1992 
1993 
* 
1994 
664 
832 
693 
588 
59 
Table - 3.10 
Trends in the Indo - US Financial Collaborations 
between 1991 - 1994 
Year 
1991 
1992 
1993 
1994* 
Total Financial 
Collaborations 
287 
690 
783 
801 
Indo-US Financial 
Collaborations 
54 
154 
151 
143 
(Numbers) 
% of the 
Total 
18.81 
22.31 
19.28 
17.85 
Source : Indian Investment Center, New Delhi. 
* : Data available up to September, 1994. 
Table 3.10 shows that the number of Indo-US financial 
collaborations has a decreasing trend. It is because of the 
same fact that the US multinationals coming to India are 
getting approved bigger projects rather than making large 
numbers. The number is also low because many more US 
multinationals are not sure about the Indian political 
stability and the durability of its economic programme. Some 
of them are also demanding even more open economy and 
guarantee for the protection of their investments. It 
will also be appropriate to point out that for last so many 
years. 
Table 3.11 shows that the US top the list of investors 
in India in the world perspective followed by Japan , U.K, 
Germany, Netherlands and other nations. During the post-
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policy era the total US foreign investment approvals amount 
Table - 3.11 
Country-Wise Break up of FDI Approvals During 
1991 - 1994 
( Rs. in million ) 
Name of 
Country 
U.S.A. 
Japan 
U.K 
Germany 
the 
Netherlands 
Others 
1991 
1858.5 
527.1 
321.1 
418.0 
569.2 
776.3 
1992 
12315.0 
6102.3 
1176.7 
862.7 
967.9 
3824.3 
1993 
34618.8 
2574.3 
6227.3 
1759.3 
3216.5 
8168.6 
1994 
7296.3 
544.6 
1385.6 
2835.2 
193.3 
4883.6 
Total 
56088.6 
9748.3 
9110.6 
5875.2 
4946.9 
17652.8 
Source : SIA News Letter, 
to a total of Rs. 56088.6 millions which is 54.3 per cent of 
the total foreign investment in India (Graph.I). This clearly 
affirms U.S.A.'s keener interest in India. The US 
multinationals and other investors are making queue and many 
more are waiting for a few more relaxation, while a few more 
want to see the political stability of economic libralisation 
programme initiated by the Government of India. Hence, tho 
prospects in near future are far more brighter and greater 
participation of the US foreign investors is on card. 
INDUSTRY WISE BREAK-DP OF OS FDI IN INDIA 
Being innovative in nature the US multinationals become 
oligopolistic in the international market in a number of 
industries. These multinationals are capable of exporting to 
COUNTRY WISE BREAK UP OF FDI 
(APPROVED) DURING 1991-94 
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the world coitimuni ty and keep on prospering. However, with the 
changing world economic order, increasing competition with 
Japan and European community, to penetrate the protective 
barriers of the attractive foreign markets, to take the 
advantage of low wage 
TABLE - 3.12 
Industry-Wise Breakup of US Financial Collaboration 
Approvals between 1991 to 1994 
(Number) 
Industries 1991 1992 1993 1994 Total 
Electronics and 
Telecommunications 
Chemicals 
Industrial Machinery 
Food Processing 
Power 
Finance 
Trading 
Metallurgical 
Drugs & Pharmacuticals 
Hotels, Restaurants & 
Tourism 
04 54 39 21 118 
13 
07 
03 
N.A. 
01 
-
-
-
-
24 
16 
06 
N.A. 
05 
04 
03 
03 
01 
19 
13 
15 
N.A. 
10 
07 
06 
03 
02 
03 
07 
04 
N.A. 
04 
-
-
01 
01 
59 
43 
28 
22 
20 
11 
09 
07 
04 
Source:Indo American Chamber of Commerce, Bombay. 
* :Data collected from Times of India dated 10th August 
1994. 
structure abroad and to cap it all to address its own 
environmental problems, these industries often adopt the 
strategy of FDI. On the other hand India is making all out 
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efforts to invite the foreign capital as well as technology 
so as to exploit its resources and potentials of different 
industries to the full. It is against this backdrop that 
industry-wise analysis has been made. Some of the important 
industries having major chunk of U.S. investment 
collaboration approvals are mentioned as below. 
TABLE - 3.13 
Industry-Wise Breakup of US Financial 
Collaboration Approvals between 1991 to 1994 
(Rs. million) 
Industries 1991 1992 1993 1994 Total 
Electronics and - 845.10 4355.23 490.68 5691.01 
Telecommunications 
Chemicals - 1192.09 1395.65 1533.20 4120.94 
Industrial Machinery - 145.34 964.20 42.55 1151.99 
Food Processing - 100.24 2438.21 101.81 2640.26 
Power - N.A. N.A. N.A. 46596.00 
Finance - 81.05 4374.66 3225.30 7621.01 
Trading - 1.03 138.42 - 139.45 
Metallurgical - 12.41 165.68 - 178.09 
Drugs & - 10.61 13.88 3.90 28.39 
Pharroacuticals 
Hotels, Restaurants - 0.24 5.45 0.25 5.94 
& Tourism 
Source: Indo American Chamber of Commerce, Bombay. 
Note: 
* Information regarding the financial break up of the US 
investments in different industries in the year 1991 is not 
available. See Appendix - 1. 
** Data collected from Times of India dated 10th August 1994. 
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1. ElectronicB and Telecommunication : 
The Rs. 105 billion electronics industries in India has 
achieved a remarkable growth rate of 35 per cent in the 1985 
1 
- 90 period. Considering this profitability along with 
the investment incentives under the new policy for the 
sufficient causes for US investors to make highest number of 
118 project approvals in India. In terms of financial 
commitments too, the total US investment in India in the 
electronic and telecommunication indusry has registered high 
growth. As against an investment of Rs.845.10 million in 
1992, the investment in 1993 reached to a level as high as 
Rs. 4355.23 million. 
Some of the major incentives given to this industry 
includes 100 per cent direct foreign equity in Electronic 
Hardware Technology Parks (EHTP) and Software Technology 
2 
Parks (STP). Payment of corporate income tax will be 
exempted for a block of five years. In the 
Telecommunication industry the company is wishing to enter 
into the Telecom Services may either get a licence or may 
have a equity participation subject to a maximum limit of 49 
per cent. 
2. Chemical Industry : 
From the international standards point of view Indian 
Chemical industry is highly established. However, the 
1. Foreign Investment in India, Charterd secretary, Nov. 
1994, p-1018. 
2 These parks are like Export Processing Zones and are duty 
free areas. 
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production is highly skewed and the industry concentrates 
only on the production of a few items. As against this the 
developed nations of the world want to shift their production 
base of their chemical industry because of its unfriendly 
nature to the environment. 
So many of the US multinationals are eyeing the Indian 
chemical industry. In the pre-policy era with almost a 
negligible participation, chemical industry experienced huge 
inflow of foreign capital in general and from the US in 
particular, in the post-liberalisation era. In the first year 
of post-policy period the investment approvals in chemical 
industry were thirteen which almost doubled during the very 
next year ie. in 1992. The US investments in terms of Rupee 
ranks third in the list of inflows in different industries. 
With almost no financial commitments in the year 1991, US 
multinationals got their investments approved to a level of 
Rs. 1192.09 millions in 1992. It may particularly be 
highlighted that during the first five months of 1994 the 
total of investment approvals was as high as Rs. 1533.20 
millions assuming greater inflows of US investment in this 
particular industry in near future. 
3. Industrial machinery : 
As per the behooved trend of expanding and developing 
Indian economy the growth of industrial machinery industry is 
inevitable. Rapid industrialisation will lead to increasing 
requirement of high quality industrial machinery either to be 
imported or produced domestically. It seems that the US 
66 
multinationals have visulised this trend and have started 
collaborating in the area of industrial machinery and tools 
etc. In the earlier post-liberalisation era i.e; 1991 tho 
number of the US investment approvals (Table 3.12) was seven 
and reached to sixteen and thirteen in the year 1992 and 1993 
respectively. While table 3.13 shows that with no US 
financial commitments in this sector in the year 1991 they 
have got an investment approved to a value of Rs. 145.34 
millions which further swelled over six times in the year 
1993. The trend inevitably shows the growing interest of the 
US multinationals in this sector of India. 
4. Food Processing : 
While going through table 3.12 it may particularly be 
emphasised that the number of US foreign investment 
collaboration approvals in the food processing industry has 
been increasing at a fast rate from a total number of three 
in 1991 it reached to 15 in 1993 while the investment 
registered a growth of about 25 times (table 3.13) in the 
year 1993 over the previous year. 
All food processing industries other than milk foods and 
flour and a few items reserved for the small scale sector are 
included in the list of high priority industries eligible for 
automatic approval for 51 per cent foreign equity 
participation. All items of packaging for food processing 
industries, excluding those reserved for small scale 
industries, are also eligible for this facility. Tho 
Government has specified policy for encouraging deep sea 
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fishing. A number of food processing items and alcohol are 
identified as thrust areas for exports. 
In the post- liberalisation era investment by highly 
competitive US industries in food processing sector may prove 
to be a profitable proposition for them. The special 
attraction of this industry include a huge latent market, 
availability of raw- materials, potentials of exporting 
processed food articles to the world and the high priority 
accorded to this industry by the industrial policy 1991. 
S.Power 
As per the behooved trend of expanding industrial 
economy of India, energy demand is projected to grow from 308 
billion units (KWD) in 1992-93 to 416 billion units (KWD) in 
1996-97. the new investment policy for the power sector is 
poised to ensure the supply to meet this huge demand. Under 
the shadow of policy incentives there is a flood of huge 
collaborations in the power sector. The US collaborations in 
this sector is highest in the world context as well as in its 
own list of investments making a total investment of Rs. 
46596.00 million during the post policy period. 
The major policy incentives in this sector is in the form 
of a secure return on investment. A five year tax holiday for 
profit of new industrial undertakings in this sector is 
available while import of power projects is allowed at 20 per 
cent duty rates. 
Licencing too are eligible for a significant incentive 
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which comes in the form of an assured post-tax return on 
investment, which is five per cent above the prevailing R.B.I 
rates. The licences granted for 30 years in the first 
instance, with subsequent renewals of 20 years. Further, 
return on foreign equity has also been allowed in foreign 
exchange subject to the limit of 16 per cent of the foreign 
equity. 
6. Financial ; 
With the gradual shifting to the Indian economy, 
including the financial sector, to open economic regime since 
1991, the prospects of the units of financial sector have 
brightened. Visualising the emerging opportunities the US 
investors started taking keener interest in the financial 
sector. With only one approval in 1991 the number of US 
investment approvals in the financial sector reached to 10 by 
the end of 1993. Table 3.12 also shows an increase of about 
50 times (in terms of investment) in the year 1993 over the 
previous year. 
The process of liberalising the Indian financial sector 
has already been initiated. The role of private sector has 
been encouraged and even the foreign institutional investors 
have been allowed to come in. The accounting practices of the 
financial sector units ( particularly that of banks ) have 
prudentially been improved to a level of international 
standards. Consequently a number of foreign giants of the 
world, in the financial sector in general and that of the 
U.S.A. in particular are eyeing the Indian market, while a 
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few of them have already signed the collaborations as 
mentioned earlier. 
7. Trading Industry : 
In the pre-policy era, it may be observed that there was 
a total absence of US foreign investment in the trading 
sector in India except its participation in a few companies 
with a meager equity share. However, in the post 
liberalisation era, the US multinationals have started 
increasing their investment. As against a meager investment 
of Rs.1.03 million in 1992, Rs. 138.42 million were the 
investment approvals in 1993. 
The new statement on Industrial Policy 1991 allows 
majority of foreign equity holdings with up to 51 per cent 
equity mainly engaged in export activity. Though performance 
will be given to the proposals concentrating on export 
activity yet the trading houses shall be treated at par with 
the domestic trading companies in the domestic market. 
It is expected by the researcher that with the gradual 
strengthening of the infrastructural activities the 
investment in trading sector shall improve. The US investors 
having their vertical style of trading activities will have a 
definite edge on their counter parts and it is likely that 
their success would attract much more investment in this 
sector. 
8. Metallurgical : 
Table 3.12 shows that there has been an increase in the 
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US investment approvals from three to six in number in the 
year 1993 against the year 1992, while in terms of 
investments the growth is over thirteen times during the 
similar period. 
It may particularly be pointed out that because of 
increasing environmental awareness, the developed nations 
particularly the US want to shift their production base of 
metallurgical industry despite the fact of its higher 
profitability. India possess a good resource base in Iron and 
Steel, Aluminum and other Ferrous and non-Ferrous metals. The 
prospects of metallurgical industry to record a very good 
growth rate are bright. Hence it is likely that under the new 
liberalised policy agreements, 51 percent foreign equity and 
being the industry in the priority list of the nation, more 
of the US investors will be attracted. 
9. Drug and Pharniacuiticals : 
From table 3.12 it may be observed that the strong Drug 
and Pharmacuitical industry of the US is slowly but steadily 
entering the Indian market. The number of DS investment 
approvals in this industry is three each in the year 1992 and 
1993 while table 3.13 shows that the amount of investment has 
relatively increased. 
It is against this backdrop that this industry also 
included in the list of high priority industries and it has 
been decided that foreign investment up to 51 per cent and 
foreign technology agreements in the case of all bulk Drugs, 
their intermediaries and formulators their off will be 
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granted automatic approvals subject to the provisions of 
R.B.I. It is unfortunate but hard truth that the health 
standards in India are still very low and hence it is likely 
that Drug and Pharmacuitical industry will find a big and 
fast expanding market attracting more US foreign investors. 
10. Hotels, Restaurant and Tourism Related Industries : 
The number of US foreign collaboration approvals in 
India in this industry is very limited. However the flow is 
larger in terms of investment. This is encouraged as Hotels 
and Tourism related industry is included in the list of 
higher priority industries mentioned in Annex III to the 
statement on industrial policy 1991 (Appendix 2). 
Consequently, the various incentives are given to the foreign 
investors. The liberalised provisions and simplification of 
procedures governing foreign investments are also forwarded 
in this sector. In this regard it has been specified that 
Hotels include Restaurants, Beach Resorts and other Tourist 
complexes providing accommodation and /or catering and food 
facilities to the tourists. 
It is further clarified that " Tourism related industry" 
includes among others, are the following : 
(a) Travel agencies. Tour operating agencies and Tourists 
transport agencies. 
(b) Units providing facilities for cultural, adventure and 
wild life experience to Tourists. 
<c) Surface, Air and water transport facilities to Tourists, 
(d) Leisure, entertainment, amusement, sports and health 
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units for Tourists, and 
(e) Convention/ seminar units and organisations. 
In the times to come it is expected that the flow of FDI 
in this particular industry has got great potentials. Tho 
ample historical places like Taj Mahal, different climatic 
conditions within India and wide spread natural beauty are 
some of the important factors assuring a faster flow of FDI 
in this industry. 
It will not be inapt to mention here that presently lack 
of infrastructural facility and terrorism are amongst the 
major hindrances in the growth and development of this 
industry and require particular attention. 
From the above study it is clearly evident that the US 
investment in the aforsaid industries has the increasing 
trend and is not only fruitful to India but would be 
beneficial for the US multinationals too. Under the shadow of 
the new economic policy and with increasing mutual benefits 
it is likely that the investment relations between the two 
nations will flourish at a growing pace. 
IV 
INDIA *S NEW ECONOMIC POUCY 
AND ITS 
IMPUCATIONS ON THE FLOW OF FDI 
CHAPTER - IV 
INDIA'S NEW ECONOMIC POLICY AND ITS 
IMPLICATIONS ON THE FLOW OF FDI 
In order to analyse the trends in the flow of foreign 
investment in India, as shown in the earlier chapter, an 
understanding of the policy governing the foreign investment 
is a must. The flow of foreign investment in India dates back 
to as early as incoming of foreign companies e.g;. Dutch, 
French and British companies etc. during the middle age and 
the trend become more prominent with the inception of British 
2 
rule in India. The policy formulators on foreign investment 
at that time were Britishers and they opted to invest 
selectively so as to exploit the Indian economy to the full 
and serve the interest of the United Kingdom. 
However, India's independent policy on foreign direct 
investment was first laid down in the industrial policy 
resolution of 1948." Although, there was no separate law 
governing the policy on foreign direct investment, it has 
generally being guided by the said policy and kept on 
adjusting in subsequent policy resolution, as and when needed.'' 
The overall thrust of the policy was to welcome FDI on a 
selective basis as per the national requirements while 
maintaining substantial control in Indian hands. This was the 
1- Isiah A. Litvok & Christopher J. Maule: "Foreign 
Investment The Experiance of Host Countries,"Praeger, Special 
Studies Industrtial Economic and Development, New York, 
1970,p-152. 
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outcome of the skepticaJ attitude of Indian poJacy makerK 
towards the foreigners while the investment requirements made 
the inflow inevitable.' 
The first policy document was the industrial policy 
resolution of 1948, which, along with other things, defined 
the Indian Government's attitude towards foreign capital. The 
policy states, " It is necessary that the condition under 
which they (Foreign capital and organisations) participate in 
Indian industry should be carefully regulated in the national 
q 
interest.'"'It further stated that " legislation will provide 
for the scrutiny and approval by the central Government of 
every individual case of participation of foreign capital and 
management in industry. It will provide that, as a rule, the 
major interest in ownership and effective control should 
always be in Indian hands, but power will be taken to deal 
with exceptional cases in a manner calculated to serve the 
national interest. 
After the independence in the name of technology 
upgradation and modernisation programmes policy towards FDI 
was liberal one and by the year 1966 the top of the 
industrial pyramid of India was under the effective control 
of foreigners. Further with the publication of a study by 
Michal Kidron entitled " Foreign Investment in India " in 
1965 and the appearance of the Industrial Licencing Policy 
inquiry committee report in 1968, the fact was strengthen 
]- Dalip S. Swami - " Multinational Corporations and the 
World Economy" Page 69. 
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that import of foreign technology were not in the national 
interest.'-' 
As a consequence the Government policy was progressively 
1 
tilted in the following direction. 
1- Some industries having adequate technology were not allow 
to have foreign collaborations at all.' 
2- Maximum rate of royalty and fee payments etc. were fixed. 
3- The normal permissible period of agreements was reduced 
from ten years to five years. 
4- Export obligations were insisted upon. ' 
The most effective curve on the activities of foreign 
companies was supposed to come with the passing of the 
Foreign Exchange Regulation Act (FERA) 1973. FERA insisted 
that all foreign companies operating in India should convert 
themselves into Indian companies with at least 60 per cent 
iR 
domestic equity participation. 
However, it may particularly be pointed out that the 
decade of 1980's, Indian economy experienced substantial 
19 
macro-economic imbalances.^ With the emergence of late Mr. 
Rajiv Gandhi on the Indian political horizon, the economy 
started unshackling itself from strict control and 
regulations. 
But these policies could not be sustained because of the 
change in the Government at center, the later half of tho 
eighties may be considered as an era of socio-economic and 
political chaos in the country.^' 
1- Ashok V. Uesa - " U.S Corporations as Investors in 
India" Economic and Political Weekly Dec.1989, 
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NEW FOREIGN DIRECT INVESTMENT POLICY 
As in the case of domestic industrial investment, 
foreign direct investment has also been traditionally 
regulated in India during the later half of eighties. In the 
case of foreign technology agreement sought by Indian firms 
as well as foreign investment, it was necessary to obtain 
specific prior approval from the Government for each project 
As part of the liberalisation process which was initiated on 
July 24,1991, the approval procedures have been simplified 
and streamlined. This process of approval is divided into two 
deferent channels, automatic and non-automatic channel. -' 
A - ADTOMATIC CHANNEL 
Automatic channel consist of new investment in India by 
setting up new projects, and enhancement of foreign equity in 
existing companies for which automatic approval will be given 
by Reserve Bank of India. 
1- New Investment : 
(a)- High Priority Industries :-
The new industrial policy has prepared a specified list 
of high technology and high investment priority industries 
(listed in Annexure III to the statement on Industrial 
Policy, 1991) (Appendix-2) where in automatic approval will 
be given by the Reserve Bank of India for direct foreign 
investment up to 51 per cent foreign equity within 15 days if 
the foreign equity covers the foreign exchange requirements 
for imported capital goods, which must comprise plant and 
27 
machinery which are new and not second hand. Annexure III 
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contains a list of 34 such high prjorit.y indiistries. TheKf 
can be groped into the following areas : 
(i) Metallurgical industries (ii) Boilers and steam 
generating industries (iii) Electrical equipments,(iv) 
Telecommunication equipments,(v) Transportation, (vi) 
Industrial machinery, (vii) Agricultural machinery, (viii) 
Industrial instruments and (ix) Chemicals ( other than 
fertilizers This is the major departure from the 
earlier policies which required case-by-case approval of 
foreign investment normally limited to 40 per cent equity 
participation. 
(b)- Trading (Super Star Trading House, Star Trading House, 
Trading House, And Export House) :-
To provide asses to international markets, majority 
foreign equity holding up to 51 per cent equity will be 
allowed by the Reserve Bank of India for trading companies 
primarily engaged in export activities. Such trading 
companies and will be treated on par with domestic trading 
and export house in accordance with the export import policy 
and the company will have to register itself with the 
Ministry of Commerce (Office of the Director General, Foreign 
2 
Trade) as registered Exporter/Importer. 
In case of existing companies already registered as an 
Export House, a Trading House, a Star Trading House, or a 
Super Star Trading House,the Reserve Bank of India will give 
1- Foreign Investmer^'t'(?licy of the Govt, of India—--^ndian 
Investment Center^^^ew Delhi. ' ov"*^"*^'''^ ?^^'fi/S^ i^ N^. 
2- Manual of PoiTicry and Procedq^es Governing Indu^1$*^^ 
Approvals, SIA,Miifes^ fcry of Industrie', »Jew-,fPelhi . Ano Ko. '^.•^ '^\ 
SfrvJ.:. M 3 J^S'2>0^^:^ 
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automatic apF>rova] for foreign investment uj) to 5J per cent 
equity subject to the provision that the company passes a 
special resolution for preferential allocation of fresh 
equity to the foreign investors. Criteria for Recognition a 
Trading company as an Export House, Trading House, Star 
Trading House or a Super Star Trading House are given at 
Appendix-3. 
(c)- 100% Export Oriented Industries :-
In case of 100% Export Oriented Units (EOU) and units in 
Free Trade Zones/ Export Processing Zones, foreign 
participation may go up to 100 per cent of equity. Automatic 
approval for the 100% EOU's will be granted by the 
Secretariat for Industrial Approvals (SIA> subject to the 
fulfillment of certain norms (Appendix-4). 
In case of the units set up in Free trade Zones (FTZ), 
Export Processing Zones (EPZ), automatic approvals will be 
1 
granted by the respective Department Commissioners. 
2- Enhancement of Foreign Equity in Existing Company : 
The Reserve Bank of India accords automatic approvals to: 
(a) - An existing company engaged in the manufacture of 
items included in Annex III which have foreign holdings less 
than 51 per cent may also increase their foreign holding to 
51 per cent as a part of their expansion programme. The 
increase in equity level must result from expansion of the 
1- Manual of Policy and Procedures Governing Industrial 
Approvals, SIA, Ministry of Industry Govt, of India, New 
Delhi, p-9. 
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equity base of the existing company and the money to be 
remitted should be in foreign exchange. It is not necessary 
that the company should be exclusively engaged in activities 
in annex. Ill, only the proposed expansion must relate 
exclusively to the high priority industries. 
(b)- An existing company exclusively engaged in high priority 
industries may increase the foreign equity to 51 per cent 
even without any expansion programme. The increase in equity 
level must result from expansion of the equity base of the 
existing company. The foreign equity must be from remittance 
1 
of foreign exchange. 
3 - Dividend Balancing : 
The payments of dividends, in the case of industries in 
the consumer goods sector is required to be balanced by 
export earnings over a period of seven years from the 
commencement of production or from the date of allotment of 
the shares for raising foreign equity without an expansion 
programme in respect of the companies engaged in the high 
priority industries in Annex. III. 
The list of consumer goods industries to which the 
condition of " Dividend Balancing " will apply, include 
manufacturing of Food, Dairy, Grain mill and Backery 
products, refining of Sugar, production of common salt. Tea, 
Coff ee, beverages, tabacco products etc.. Motor cars. Foot 
wear. Entertainment Electronics (TV, VCR,Tap recorders) etc. 
1- Manaual of Policy and Procedures governing Industrial 
Approvals,SIA, New Delhi. 
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The condition of Dividend Balancing however, does not apply 
to investment by approved international organisations like 
the International Finance Corporation, the Deutsche 
Entwicklungs Fessellshgtt (DEG), the Coroinonwealth Development 
1 
Corporation, the Asian Development Bank etc. 
B - NON-AUTOMATIC CHANNEL 
All other foreign investment proposals, including 
proposals involving 51 per cent foreign equity which do not 
meet the forgoing criteria, need prior clearance of the 
Government, are come under non-automatic channel. All such 
proposals except for the units set up in the Free Trade Zones 
(FTZ), Export Promotion Zones (EOZ) are considered for 
approval by the Foreign Investment Promotion Board (FIPB). 
Working of Foreign Investment Promotion Board : 
The Foreign Investment Promotion Board (FIPB) is 
located in the Prime Minister's Office. The non-automatic 
channel approval decision is conveyed within 45 days. 
The FIPB is specially empowered to " engage in 
purposeive negotiation and also consider proposals in 
totally, free from pre- determined parameters of procedures". 
Application for approval of such foreign investment 
proposals should be submitted in form FC (SIA) to the FIPB, 
Prime Ministers Office or to Secretariat for Industrial 
Approvals (SIA) Department of Industrial Development, 
Ministry of Industry. 
1 - Badar A. Iqbal : German FDI in India : Performance and 
Prospects, Published by, Indus Publishing Co. New Delhi. 
8] 
Foreicjn equity proposals need not necessarily be 
accompanied by foreign technology agreements. Proposals which 
do not fulfill the condition of automatic approval and are 
desired to be set up in the FTZ /EPZ's will be referred to 
the Board for Granting Permission. In such cases applications 
1 
are to be made to the concerned department commissioner. 
C - FOREIGN INVESTMENT IN BANKING 
Foreign Direct Investment is now also permitted up to 20 
per cent and in the case of Non Resident Indians (NRI) up to 
40 per cent in the Banking Service Sector subject to the 
2 
guidelines / norms stipulated by Reserve Bank of India. 
MISCELLANEOUS FOREIGN INVESTMENT PROVISIONS 
1 - Hiring of Foreign Technicians : 
No permission is necessary for hiring of foreign 
technicians and hence no application needs to be made to the 
Government for this purpose irrespective of the fact that the 
hiring of foreign technician is is under the approved 
collaboration or otherwise. Full powers have been delegated 
by the Government to the Reserve Bank of India, which in tern 
has empowered authorised dealer for release of foreign 
3 
exchange payments in this regard. 
1, Foreign Investment Policy of The Govt. of India 
Published by, Indian Investment Center, New Delhi. 
2 - Ibid. 
3- Manual of Policy and Procedures Governing Industrial 
Approvals, SIA, Ministry of Industry, Govt, of India, New 
Delhi. 
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2 - Use of Foreign Brand Names : 
Jt has been decided by the Government that the earlier 
restrictions prohibiting the use of any foreign brand name / 
trade mark on goods for sale within the country shall no 
longer be imposed while granting letters of intent and 
foreign investment / foreign technology approvals. In other 
words, use of foreign brand names / trade marks on goods for 
1 
sale within the country is freely allowed. 
3 - Opening of Liaison / Branch Office : 
Foreign companies engaged in the manufacturing and 
trading activities abroad will be permitted by the Reserve 
Bank of India to open branch offices in India for carrying 
necessary activities like research work, export and import 
2 
activities, buying and selling agencies etc. 
4 - Licensing : 
The industrial licensing policy exempted establishment 
of all new industries from the pre-requisite of getting 
license except those reserved for the public sector or small 
scale sector along with those industries for which licensing 
is compulsory (Appendix-5). However all these exemptions are 
subject to the control and state environmental laws and 
regulations including land use laws. Licenses for the 
establishment of new units or for substantial extension of 
existing units both, are subject to the condition that it 
1- Manual of Policy and Procedures Governing Industrial 
Approvals, SIA, Ministry of Industry, Govt, of India, New 
Delhi. 
2 - Ibid. 
83 
should not be located within 25 kilometers from the 
periphery of the standard urban area limits of a city 
having a population of more than one million according to the 
1 
1991 census. 
5 - Property Acquisition : 
Foreign company can acquire immovable property in India 
for carrying on its business provided the payment is made in 
foreign exchange. Later, within 90 days, only the information 
2 
is to be supplied to the Reserve Bank of India, Bombay. 
6 - Disinvestment : 
Reserve Bank of India permits transfer of shares with 
regard to investment proposals from foreign investors on a 
near automatic basis. Applications in this regard in Form ST-
I along with the necessary documents should be submitted to 
3 
the Controller Reserve Bank of India, Bombay. 
7 - Repatriation : 
Foreign capital invested in India, profit and dividend 
earned in India can be repatriated after payment of taxes duo 
on them. However, units operating in a limited list of 
consumer goods industries are subject to Dividend Balancing 
4 
with matching export earnings for a period of seven years. 
1 - Foreign Investment Policy of the Govt. of India, 
Published by Indian Investment Center, New Delhi. 
2 - Ibid 
3 - Manual of Policy and Procedures Governing Industrial 
Approvals, Pub. by Ministry of industry. Govt, of India. 
4 Ibid. 
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8 - Investment Protection : 
The fear of nationalisation always hounded foreign 
investors. They always want to be protected against all tho 
political and economic odds, by the Government of the host 
countries, while working overseas. In order to assure them 
India has also become 113th member of the Multilateral 
Investment Guarantee Agreement (MEGA). This assures the 
foreign investors that they will be accorded treatment not 
less than that given to the investments of the investors of 
the host country. 
9 - Taxation: 
In comparison to the domestic companies, income earned 
by foreign countries as dividend, interest, royalty or 
technical fees is taxed at concessional rates. While the rate 
of tax for domestic companies is 40 per cent plus a surcharge 
of 15 per cent 
if total income exceeds Rs. 75000/-, in case of foreign 
companies and non resident assesses the rates are given 
below, and for further information there is a chart attached 
here with. 
Dividend Income 25 Per cent 
Interest 25 Per cent 
Royalty and Fees for Technical 
Services under approved agreement 30 Per cent 
Interest payable on moneys borrowed or debt incurred in 
a foreign country by an industrial undertaking in India for 
purchase of plant and machinery or raw-materials is exempted 
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from income tax to the extent such interest does not. exceeds 
the amount of interest calculated at the rate approved by the 
Government. 
In case of 100% Export Oriented Units (EOU), and units 
in Export Processing Zones (EPZ), there is a tax holiday (in 
relation to income tax ) for a period of five consecutive 
years of which the unit may avail itself during any block of 
five years in the first eight years from the commencement of 
1 
production. 
10 - Exchange Rate Policy : 
The trade policy environment has received a major fillip 
when a single market determined exchange rate for the Rupee 
was introduced on the first March, 1993. This has been 
further liberalised by making Rupee Convertible on the 
Current Account. This was substantially facilitate foreign 
transactions relating to travel, education and medical 
2 
expenses. 
11 - International Quality Standard : 
Adoption of international quality standards is essential 
for globalisation of Indian trade. The government is 
encouraging by creating awareness regarding ISO 9000 (Series) 
and BIS 14000 (Series) such manufacturers will be eligible 
3 
for the grant of special Import License. 
1 - Foreign Direct Investment Policy and response of Foreign 
Investors, Yojana, Nov.30, 1993. 
2 Ibid. 
3, Foreign Investment Policy of the Govt, of India, Pub. by, 
Indian Investment Center, New Delhi. 
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12 - Incentives : 
Foreign exchange earners are permitted to retain 25 per 
cent of their earnings in an Account designed in Foreign 
Currency. The foreign exchange retention of 50 per cent is 
allowed for 100 % EOU's and units in EPZ's as well as units 
in Electronic Hardware Technology Parks and Soft ware 
1 
Technology Parks. 
13 - Transfer of Foreign Technology : 
Automatic approval will be granted by Reserve Bank of 
India (RBI) subject to the condition that the lumpsum payment 
does not exceed Rs.lO million (net of taxes),royalty does not 
exceed 5 per cent (net of taxes) for domestic sales and 8 per 
cent (net of taxes) for export and that the total payment of 
lump sum and royalty does not exceed 8 per cent of the sales 
turn over in a period of ten years from the date of agreement 
or seven years from the commencement of commercial 
2 
production. 
In case of Hotel and Tourism related Industry , 
automatic approval is granted by the R.B.I.subject to the 
following parameters. 
(a) Technical and Consultancy Services , the lump sum not 
exceeding US$ 200.000 , 
(b) Franchising and Marketing / Publicity -Support, up to 
three per cent of the gross room sales; and 
1. Foreign Investment Policy of the Govt, of India, Pub. by, 
Indian Investment Center, New Delhi. 
2. Badar A. Iqbal : German FDI in India - Performance and 
Prospects, Pub. by, Indus Publishing House, New Delhi. 
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(c) Management Fees, up to ten per cent of the foreign 
exchange earnings, provided the foreign party puts in 25 
per cent of equity. This is also cover payments for 
marketing and publicity support. 
All other proposals including those which do not meet 
any or all of the above parameters will require the approval 
of the government. Extension of foreign technology agreements 
including those which have received automatic approval in the 
first instance also requires the approval of the Government 
for which application should be submitted in form FC (SIA) to 
the SIA, New Delhi. 
EVALUATION OF INVESTMENT STRUCTURE IN THE POST POLICY ERA 
The above stated set of reforms clearly indicate that 
Indian economy is unshackling itself from the regime of 
controls and regulations and is approaching towards a 
friendly market economy. In the process of evaluating the 
Indian investment structure, a comparative analysis has been 
made in the investment structure giving the pre and the post 
policy era. 
In fact the old structure was highly distorted one and 
attempts have been made to improve upon it through new 
economic policy. In the pre-policy era the ownership was 
either concentrated in the hands of the Government or in the 
hands of a few big business houses having full control of the 
organisational activities acting in a oligopolistic style 
with the incoming multinationals into the country, increased 
Figure: 4.2 
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awareness of pubJic towards stock investment and public 
sector disinvestment ushered an era of divorced owner 
director influence in the company management. The provision 
of 51 per cent foreign equity or more will inevitably lead to 
greater influence of foreign investors into the management of 
the company. 
In our earlier type of investment structure, employees 
were compensated for their efforts through salary only. But 
with the increasing induction of the concepts like enhanced 
productivity, efficiency and work culture etc. It is likely 
that now the issue of compensating employees will be 
connected to the individual performance, productivity and 
efficiency and therefore the employees will be getting 
attractive salaries as well as other benefits. 
Before the initiation of new economic policy reforms, 
the accounting norms and procedures were not followed by the 
companies resulting into highly imperfect information about 
its real performance and future prospects. An important 
aspect of the old investment structure was information 
asymmetries between capital holders, directors and those 
overseen specific investment opportunities, business units 
and financial managers etc. Now all the organisations are 
strictly required to adhere to the prudential new accounting 
norms of international standard making the companies more 
transparent. The creation of Foreign Investment Promotion 
Board (FIPB) is also an attempt to bridge up this gap and is 
supposed to maintain the report within foreign counter parts. 
Earlier businesses were run by families and user 
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competitors in the domestic market encouraged these families 
to avoid highly paid expertise of the field, whiJe public 
center units inducted the bureaucrats who might have been 
good administrators but not necessarily good managers. Tho 
Government has initiated steps to minimise red tapism and now 
the investors can employ and bring the management and 
technical personnel of certain choice, even from abroad which 
ensures use of expertise leading to higher productivity and 
efficiency in the unit. 
The emphasis has now also been shifted from financial 
control to financial disciplines. Earlier foreign investors 
were not allowed to asses Indian market freely but under the 
new policy package a freer flow of funds has been gaining 
momentum with the opening up of capital market to the foreign 
investors. Even the Indian companies are allowed to approach 
the foreign investors through Euro-issue. However this 
opening up also accompany a vigilance team consisting of 
Reserve Bank of India (RBI), Stock Exchange Board of India 
(SEBI) and monitoring cell and many more active players. The 
are supposed to see that the facilities extended are not 
exploited. 
In the post policy era one of the major hindrances in 
creating conducive investment environment was the restrictive 
import policy along with the policy of import substitution. 
Under the new policy the emphasis has now been shifted from 
import substitution to export promotion. With the slogan " 
export or parish" a freer flow of raw- materials, machineries 
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and other intermediatf- goods which are needed in the 
industries having export potential, is allowed. Hence, the 
U.S multinational corporations coming to India will be having 
the option to use the goods produced in India or import it 
from the U.S.A or any other destination as per their 
requirement. 
Despite the fact that the practice of quantitative 
capital budgeting still, prevail but because of intensifying 
competition, the management has also started making strict 
evaluation of the projects and proposals in qualitative 
terms. Adoption of zero based budgeting is a step in this 
direction, where the managers are try to justify that what 
they want to spend. This has also encouraged the top 
management to uphold regular negotiations with the whole 
organisation and involvement took the place of intervention 
leading to healthy and cooperative atmosphere in an 
organisation. 
Corporate perpetuity was one of the roost striking 
features of the old investment structure. There were the many 
of the sick units under public as well as private sector, 
which were heavy burden on the society and their very 
survival was subject to the debate and could have hardly been 
justified. Under the new policy, formation of Board of 
Industrial and Financial Reconstruction (BIFR) and greater 
autonomy to financial institutions for dealing into their 
financial matters (recommendations of Narsimmam Committee) 
is a milestone in this direction. Loss making public sector 
units are referred to Board of Industrial and Financial 
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Reronstruction (BJFR) for conBidering reconstruction of the 
loss making units. Now the emphasis is given to return on 
investment (ROI). Withdrawal of tax incentives on many of the 
Government schemes and guaranteed post tax return to non-
resident indians (NRI's) in some of important industries are 
some of the glaring examples to show the tilt of emphasis 
1 
towards the investment in profit making units. 
On the basis of forgoing discussion, it may be pointed 
out that now the stock price will be the main economic 
indicator to show the health and acceptability of an 
organisation. With an anticipated higher rate of returns, the 
existing as well as potential investors are expected to be 
very aggressive to capitalise the existing business 
opportunities. The commercial judgment will lead to 
acquisition of high quality and productive assets on the one 
hand and on the other hand to fetch higher profits. This will 
stimulate the investors to take risk and to capture the new 
emerging opportunities. Hence in a nut shell it may be 
concluded that the New Economic Policy (NEP) is fully poised 
to attract the desired inflow of foreign capital. 
l.Imran Saleem, "Globalisation of Indian Economy", Banking & 
Finance, Calcutta, Dec.1994, p-7. 
CONCLUSION AND SUGGESTIONS 
CHAPTER - V 
CONCLUSION AND SUGGESTIONS 
The first chapter essentially summarises the role of 
foreign direct investment in general and that of 
multinational corporations in particular. A brief account has 
been given of the different types of foreign investments e.g. 
short term and long term foreign investments and direct and 
indirect foreign investment. It has further been suggested 
that there are a plethora factors influencing the flow of 
foreign direct investments (FDI) mainly, including natural 
resources, low wage structure and huge markets etc. 
In order to have a better understanding of the behaviour 
of the flow of FDI from the U.S.A. to India, in this chapter 
a set of macro and micro economic approaches have been 
discussed in brief. It may be suggested that no theory, 
whether macro or micro, provides a perfect explanation of the 
set of the problems relating to the flow of FDI, still in tho 
US context the macro theory of Uzawa Hamada Thesis and 
Industrial Organisation Approach as well as Business 
Administration Approach provide a better explanation to the 
said problems. 
The second chapter deals with the American strategy of 
foreign investment. Dating back to the inter world-war period 
it may be pointed out that the debacle of UK's imperial power 
led to leadership vacuum at international level with various 
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acts and agreement at national and international level and 
particularly with the tripartite monetary agreement the US 
multinationls were of innovative nature and under the US 
political and security structure they expanded abroad. 
Affirming the Uzawa Haroada Thesis and Industrial 
organisation Approach these multinationals try to assets 
their oligopolistic strength, try to penetrate the protective 
barriers, to capture the natural resources, to take the 
advantage of low wage structure and to cap it all they 
invested abroad to snatch the market from counter part or at 
least maintain their share. 
In a nut-shell it has been concluded in the said chapter 
that the US multinationals are particularly responding to 
the challenges posed by the foreign competitors and the 
relative saturation of the American markets. In this process 
the US is trading away its comparative advantage (Capital, 
technology and management etc.) and potential productivity by 
investing abroad in exchange of future earnings from abroad 
on such investment. Despite the fact that now these earnings 
from substantial chunk of the US total earnings, still, 
being it becoming more and more rentier economy, is a cause 
of concern for the US policy makers. 
The third chapter is essentially data base wherein the 
researcher has tried to give the due exposition to the 
trends in the flow of the F.D.I, from the U.S.A. to India. In 
fact this chapter has been mainly divided into two sub-
divisions, one consisting the investments in the pre-new 
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economic policy era and the later part consist the same in 
the post-policy era. 
It was observed that during the early eighties there was 
a relative decline in the growth rate of the inflow of US 
foreign direct investments in India. Despite all out efforts 
made by the then national political leaders, the flow of 
F.D.I, could not increase. The major influencing factors were 
the political, uncertainty on the national front, increasing 
terrorism, tragic assassination of Mrs. Indira Gandhi, 
warming up of issue relating to religious fundamentalism. 
Moreover, 1980's was the period when many more developing 
nations of the world have opened up their economy to attract 
more F.D.I. and hence India was relatively on a very low 
priority for the foreign investors. 
With the initiation of the process of liberalising the 
Indian economy by adopting new economic policy of 1991, the 
trend in the flow of F.D.I, in India from the world in 
general and from the U.S.A. in particular has under gone a 
sea change. The US multinationals have started taking 
keener interest in India despite the fact that many of them 
want to test the validity and sustainability of the economic 
package a little longer. 
In the post liberalisation era though, the growth rate 
of the number of investment approvals in India is, at times, 
erratic, but is highly steady in terms of financial 
commitments. There is a trend of increasing equity 
participation by the U.S. multinationals in India. In this 
chapter the researcher has particularly interpreted that the 
97 
US multinationalB are now taking up bigger projects in 
India. Further US has a]so remained as the top investor in 
India particularly in the post-liberalisation era. Its total 
investment in India in the post liberalisation era is more 
than the total investments made by the rest of world in 
India. 
The third chapter also covers the break up of the US 
F.D.I. in India's major industries. Considering the 
relatively higher number of investment approvals, greater 
financial commitments along with the future potentials of 
growth and expansion under the shadow of new economic policy. 
Top ten industries have been selected by the reasearcher and 
are discussed in this chapter. Among them Electronics and 
Telecommunication, tops the list of investments followed by 
Chemicals, Industrial Machinery, Food Processing, Power, 
Finance, Trading, Metallurgical, Drugs and Pharmacuticals and 
Hotels, Restaurants and Tourism. 
The researcher is of firm opinion that under the 
auspices, of given policy reforms there is a great potential 
for the flow of investments in different industries in 
general and in power sector in particular. Considering the 
historical importance and India being the destination for a 
huge number of tourists from all over the world the potential 
for Hotels, Restaurants and Tourist related industries are 
also great. It may further be emphasised that India being a 
big market comprising about 900 million people and one of th(^  
largest middle income group, and also being it an agrarian 
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economy, ihf prospects of investment collaborations JU Food 
processing industry are also bright. 
Considering the fact that the flow of F.D.I. from the 
U.S.A. to India was at low ebb during decade of 1980's and 
that it is the new economic policy of 1991 which vivified the 
inflow of foreign investment and hence, the major influencing 
provisions of of this policy have been discussed in tho 
fourth chapter. The major provisions have been highlighted 
which together confirms the governments. claim that the 
business environment has become relatively condusive. 
Thirty four high priority industries have been 
identified which may get automatic approval up to a maximum 
of 51 percent foreign equity. Different policy incentives 
have also been given to the trading houses, 100 percent 
export oriented units. Units established under Free Trade 
Zones, and Export Processing Zones. The existing companies 
have also been allowed to expand their foreign equity to a 
maximum level of 51 percent. The formation of Foreign 
Investment Promotion Board (FIPB) may also be consider as a 
mile stone in the direction of negotiating and attracting 
more foreign investments. Favourable policy relaxation have 
also been given or hiring the foreign technicians, using 
brand names, licensing, property acquisition , taxation, 
investment protection, and repatriation etc. These factors 
all together shows that the investment structure in India has 
relatively changed and has become favourable when compared to 
the one of the pre-1iberalisation era. In the present set of 
economic activities it is opined by the researcher that the 
99 
return on investment will be the major criterion for the 
domestic as well as foreign investors. The allocation of 
resources will be guided by the market forces of demand and 
supply and the return rather than on bureaucratic and 
mandatory decision of the government. At the end it has been 
concluded as well as suggested that from now and onwards the 
Government shall play a passive role and shall remain as a 
supportive and facilitative force. 
PROBLEMS AND SUGGESTIONS 
On the basis of forgoing discussion it may be concluded 
that India's new economic policy package has substantially 
enhanced the interest of US multinationals and has 
encouraged them to invest more in India. The facts and 
figures repeatedly confirm that the US is one of the keen 
investors maintaining its position of being the top investor 
in India in the post-liberalisation era. However the 
opposition and the policy critics in India are emphasising to 
the facts that these approvals have got no significance and 
the flow of actual US investment in India relatively is very 
low. 
I - Infrastructural Facilities : 
Empirical evidences as well as theories of economic 
growth establish the validity of backwash effect in the 
developing economies which put a developing country into a 
bottleneck position because of financial constraints. India 
also lack in the infrastructural facilities like irregular 
]on 
supply of raw-materaals and electricity etc. which may be 
considered as one of the major hindrance in the incoming of 
the US multinationals in the country. It is strongly 
recommended that if India want to increase the momentum of 
the flow of FDI, it should make a policy in the short-run to 
provide efficient and regular infrastructural facilities to 
the investors in general and should adopt single window 
approach for the investors investing in high priority 
industries. While on the long-run investments should also be 
encouraged in the basic industries so that the 
infrastructural sector of the whole nation will be 
strengthen. 
II - Political Stability : 
Considering only last one and a half decade i.e.,from 
1977-78 to 1992-93, the Government at center changed six 
times and even the present Government at the center is week 
and at the newer election results are making it even weaker. 
In this state of affair the question of topical interest is 
that whether the Government will survive for long? In case of 
any change at the center what would be the future of the new 
economic liberalisation package? With the present unstable 
political conditions without a suitable answer to the world 
community on the sustainability of the present economic 
package the direct investment from the U.S.A. would be coming 
in lesser volumes only. It is one of the factor influencing 
the style of US investors as they are closely observing and 
yet not investing in the required volumes. Need of the hour 
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is to convey the message to the international conmuinity that 
in any case the liberalisation process init.iated is 
implemented in its true sense and there will be no back outs. 
Ill - Corruption : 
"The US investors coming into India are quite concerned 
about the corruption in India. If corruption is not 
controlled major investment flows expected into India, may 
not come." These were the views of Mr. Michael Gadbaw, 
Chairman of India Interest Group (IIG) set up by US 
1 
businesses interested in India. It is recommended that 
strict measures should be adopted to deal with such tendency 
as a disciplined and fair approach will create the most 
needed goodwill for the nation. 
IV - Transfer of Technology : 
This is an element which require particular attention on 
the part of Indian policy makers. They should formulate a 
strategy so as to assure that the imported technology is not 
repetitive in nature. They should also see that the inflow of 
technology transferred should mainly concentrate in the high 
priority industries. Empirical evidences have also shown that 
investors collaborating abroad transfer obsolete technology 
of their domestic market. By transferring this obsolete 
technology their sole aim is to exploit the market of the 
host country and not to make it technologically advanced and 
1. Kingshuk Nag - "Corruption in India worries US investors". 
The Times of India, New Delhi,25th September, 1994. 
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internatioriH] ]y competitive. Hence the Indian poJicy 
forroulators, technocrats and industrialists, should 
particularly be careful and should try to import only the 
latest technology which will benefit them and to the nation 
as wel1. 
V - Investment Protection Measures : 
Despite the disintegration of the USSR the influence and 
the scars of socialism have not vanished yet. Though India 
has initiated its economic programme at a f,ast rate, still 
due to unstable political and other socio-cultural factors, 
the OS investors often hesitate while investing in India. In 
order to assure the world community about its sincerity 
India has become 113th member of the Multinational Investment 
Guarantee Agency (MIGA). In this regard it may be advocated 
that with the hesitant investors India may also sign 
Bilateral Investment Promotion and Protection Agreement 
(BIPPA) if required, and may assure them against any step of 
nationalisation or takeover. 
VI - Labour Laws : 
Many of the US investors also point out that the labour 
laws in India are relatively very complicated. The laws 
provide such provisions which make a lot of obligations to be 
taken care of by the organisation while it do not make the 
employees accountable. Further the Indian labour laws are 
also such that they provide excessive protection to tho 
employees. Once an employee is recruited it becomes very 
difficult for the organisation to arrange for his ouster, and 
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an organisation paying handsome salary would not like to 
retain unproductive individuals. So the US investors are also 
demanding for a suitable change in the Indian labour laws. 
VII - Labour Attitude : 
Along with highly protective labour laws, Indian socio-
cultural activities also reduce the working roan hour. The 
careless attitude of the employees, low commitments and 
accountability towards organisation and absence of work 
culture and duty consciousness are the basic reasons 
influencing productivity. However the researcher feels that 
though labour attitude is one of the major hindrance in 
attracting more of F.D.I, from the U.S.A., still it is likely 
that with the opening up of the economy, a little more 
training and education, intensifying competition and greater 
exposure to the employees will encourage them to work harder 
and their attitude towards work and organisation would change 
gradually in the long run. 
VIII - Trade Unionism : 
Sometimes it is also pointed out by the US investors 
that there is excessive trade unionism in India. In most of 
the big organisations working in India there is a 
multiplicity of trade unions and if they get united on any 
issue then without conceding to there demand the work is 
almost impossible. Even if they remain isolated from each 
other, then even satisfying some of the unions would not 
serve the purpose and work is obstructed by others. This is 
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mainly because of the illiterate labour and also due to the 
vested interest of their leaders. Crimnalisat ion of trade 
unions is also pointed out by the US investors. Therefore it 
may be recommended that the government should immediately 
initiate an action programme so as to streamline the 
activities of the trade unions and to assure that they prove 
to constrictive for the organisation rather than destructive 
one. 
IX - Deployment of Foreign Funds : 
The government must also assure that the funds which are 
likely to flow from the US to India should be productive in 
use and in any case should not be channelised in speculative 
activities. Proper deployment of the funds will definitely 
assure increased level of employment, productivity, income 
and consequently standard of living of the masses in the 
long run. 
Hence on the basis of foregoing discussion it may be 
concluded that the US investment in to India has an 
increasing trend and it is likely to increase in future, if 
the said set of problems and suggestions forwarded by the 
researcher would be given due attention. If the trend 
continues, India will become increasingly competitive on the 
international horizon and it would usher an era of new 
economic prosperity in India. 
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OVERVIEW OF APPROVED US COLLABORATIONS 
September 1991 - May 1994 
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APPENDIX - I I 
List orHi;!h rr io i i tv Iiuliistrics 
1. Metallurgical Industries 
(i) Feno alloys 
(ii) Castings and forgings 
(iii) Non-FeiTOUs metals and their alloys including alluminium foils, 
(iv) Sponge Iron and Pelletisation 
(v) lion and steel pipes and tubes and fittings thereof, 
(vi) Pig iron 
2. Boilers and Steam Generating Plants. 
3. Prime Movers (other than electrical generators) 
(i) Industrial turbines 
(ii) Internal combustion engines 
(iii) Alternate energy systems like solar, wind, etc., and equipment thereof 
(iv) Gas/hydro/steam turbines 
4. Electrical Equipment 
(i) Equipment for transmission and distribution of electricity including power and 
distribution transfoimets, power relays, HT-switch gear, synchronous condensers. 
(ii) Electrical motors 
(iii) Electrical fumances, industrial furnaces and induction heating equipment 
(iv) X-iay equipment 
(v) Electronic equipment, components including subscribers' and telecommunicatioo 
equipments. 
(vi) Component wires for manufacture of lead-in-wires 
(vii) Hydrc/steam/gas generators/generating sets. 
(viii) Generating sets and pumping sets. 
(ix) Jelly-filled telecommunication cables. 
(x) Optic fibre 
(xi) Energy efficient lamps 
(xii) Midget carbon electrodes 
5. Transportation 
(i) Machanised sailing vessels upto 10.0(X) D ^ T including fishing trawlers, 
(ii) Ship ancillarics.' "'• 
(iii) (A) Commercial vehicles, public Innsport vehicles including automolivc 
commercial Ihree wheelers, jeep type vehicles, industrial locomotives. 
(B) Personal transport vehicles. Automatic two-wheclcrs and three wheelers. 
(C) Automotive components/spares and ancillaries. 
(iv) Railway equipment 
6. Industrial Machinery 
7. Machine Tools 
(i) Machine tools and industrial robots and their controls and accessories, 
(ii) Jigs, fixtures, tools and dies of specialised types and cross land tooling, 
(iii) Engineering production aids such as cutting and fonning tools, patterns and dies 
and mining tools. 
8. Agricultural Machinery 
(i) Tractors 
(ii) Self propelled harvester combines 
(iii) Rice transpbnters 
9. Earth Moving Machinery 
10. Industrial Instruments 
Indicating, recording and regulating devices for pressure, temperature, rate of flow 
weights levels and the like 
11. Scientific and Electromedical Instruments and Laboratory Equipment 
11 Nitrogenous and Phosphatic Fertilizers Falling Under 
Inorganic Fertilizers under'IS-Fcrtilizcrs' in the First Schedule to the Industrial Develop-
ment Regulation Act, 1951 
13. Chemicals (Other than Fertilizers) 
(i) Organic Clicniicals 
(ii) Inorganic Chemicals 
(iii) Syniticiic Tcsiiis andplxstics 
(iv) Man made Tibrvs 
(v) Synllictic rubber 
(vi) Industrial explosives 
(vii) Technical grade insecticides, fungicides, secdicides, and Uic like 
(viii) Synthetics detergents 
(ix) Miscellaneous chemicals (for indusliial use only) 
14. Drugs and Pharmaceuticals (According to the Divg PoUcy) 
15. Paper and Pulp 
(i) Paper and pulp including paper products 
(ii) Industrial laminates 
16. (i) Automobile tyres and tubes 
(ii) Rubberised heavyduty industrial beltings of all types 
(iii) Rubberised conveyor beltings 
(iv) Rubber reinforced and lined fire fighting hose pipes 
(v) High pressure braided hoses 
(vi) Engineering and industrial plastic products. 
17. Plate Glass 
(i) Glass shells for television tubes 
(ii) Float glass and plate glass 
(iii) H.T. insulators 
(iv) Glass fibres of all types 
18. Ceramics 
Ceramics for industrial uses 
19. Cement Products 
(i) Portland cement 
(ii) Gypsum boards, u-ass boards and the like 
20. High Technology Reproduction and Multiplication Equipment 
IV 
21. CartxMi and Cartx>n Products. 
(i) Graphite electrodes and anodes 
(ii) Impervious graphite blocks and sheets 
2 1 Prelensioned High Pressure RCC Pipes 
23. Rubber Machinery 
24. Printing Machinery 
(i) Web-fed high speed off-set rotary printing machine having output of 30,000 or 
more impressions per hour, 
(ii) Photo composingAype setting machines. 
(iiO Multi-colour sheet-fed off-set printing, machines of sizes of 18" x 25' and above 
(iv) High speed rotograture printing or machines having output of 30,000 or more 
impressions per hour. 
25. Welding Electrodes other than those for welding mild steel. 
26. Industrial Synthetic Diamonds 
27. (i) Photosynthesis Improvers 
(ii) Genetically modified free living symbiotic nitrogen fixer 
(iii) Pheromones 
(iv) Bio-insecticides 
2S. Extraction and Upgrading of Minor Oils 
29. Pie-fabricated Building Material 
30. Soya Products 
(i) Soya texture proteins 
(ii) Soya protein isolates 
(iii) Suya protein concentrates 
(iV) Oilier special ised products of soyabean 
(v) Winterised and dcodourised refined sohabcan oil 
31. (a) Certified high yciltlinphyhridscc^s and syiitliciic scxd./ 
(h) Certified high yielding pliinllcls developed iFircmgfi pbni lissue culture. 
32. AU food processing industries other than milk food, malted foods and flour, but excluding 
the items reserved for small scale sector. 
33. All items of paclcaging for food processing industries excluding the items reserved for 
small scale sector. 
34. Hotels and Tourism-related Industry. 
35. Software Industry 
APPENDIX - III 
(Criterion for Rccoj^nitlon As an Kxport Flouse, 
Trading House, Star Trading House and 
Super Star Trading House 
InRupeeiBiUim 
Categorj FOB Criterion 
Average FOB value 
of eligible aports 
made during the 
preceding three 
licensing years 
Export House 1 
Trading House 5 
Star Trading 25 
House 
* Super Star 75 
Trading House 
FOB Value 
of eligible 
exports made 
during the 
preceding 
licensing year, 
1.5 
7.5 
30 
100 
NFE Criterion 
Average net 
foreign exchange 
earned relating 
to eligible 
exports during the 
preceding three 
licensing years 
Net foreign 
eKhange earned 
relating to 
eligible exports 
during the prece-
ding licensing 
year 
0.6 1.2 
3 6 
12i 15 
40 60 
* The exports in respect of Super Star Trading House should consist of at least three 
Product Groups. 
APPENDIX - IV 
Criterion for Grating Automatic Approval 
to 100% EODs by SI A 
Automatic Approvals for 100% EOUs will be Granted by the Secretariat for Industrial 
Approvals subject to tlu fulfilment of the Following Conditions: 
(i) The items of manufacture are not those reserved for the Public Sector or those for 
which Industrial Licensing is Compulsory; 
(ii) Locational conditions are fulfilled; 
(iii) The project undertakes to achieve export and Minimum Value Addition (M V A) as 
per norms; 
(iv) The Cost, Insurance and Freight (CIF) Value of imported capital goods is flnanced 
through foreign exchange required for 50 per cent of the value of plant and 
machinery (net of taxes) and is within a ceiling of Rs. 30 million and the capital 
goods are new; 
(v) In the case of foreign technology agreements the lumpsum payment does not 
exceed Rs. 10 million (net of taxes) and the royalty does not exceed 8 per cent (net 
of taxes) over a period of five years from the date of commencement of production; 
(vi) Exports are made to the General Currency Area; 
(vii) The unit meets the requirement of the Customs Authorities 
regarding Bonding etc. 
(viii) Conditions regarding sale in the Domestic Tariff Area (DTA) are fulfilled; and 
(ix) In the case of manufacturers of Gems and Jewellery locating outside Export 
Processing Zones (EPZs)/other Designated Areas, the minimum turn over is U.S. 
$16Jmillioa 
